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Graph 4 
Comparative Net TIER Ratios 
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The company is seeking rate relief adequate enough to produce a 2 00 Net TIER 

(See Direct testimony of Charles G. Williamson, 111), which is below the 2006 

median value of net TIER of 2.29 which is composed of 819 distribution 

cooperatives across the country. The company's 2006 as booked net TIER ratio 

was 0.96. The normalized adjusted Net TIER value is 0.69. Both of these values 

are appreciably below the default value of 1.25 required by the RtJS. 
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Graph 2 
Comparative Operating TIER Ratios 
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In Graph 2, the Operating TIER for 2006 for JPEC is 0.73 which is appreciably 

below the 1 I 10 minimum default value established by the RUS. The national 

median value of operating TIER is 1.79. In Graph 2, the data is limited to three 

years because CFC has only recently begun to collect this data. 
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Graph 3 
Comparative MDSC Ratios 

2002 2003 2004 2005 2006 
Source: Exhibit W E - 2  

JPEC U.S. Median Kentucky Median 

9 Q. 

10 

11 A. 

12 

In Graph 3, the 2006 as booked financial statements yield a MDSC value for JPEC 

of 1.23. The normalized test year for JPEC yields a MDSC of 1.21. Both of these 

figures are below the default value of 1.35 required by CFC. By contrast, the 

national median value of MDSC is 2.02. 

Why is there a difference in the Comparative results between Net TIER and 

MDSC? 

Net TIER and MDSC are illustrated below in equations 1 and 2 respectively. 
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Eq.( 1) Net TIER = (Net Margins + L-T Interest Expense)/ L-T Interest 
Expense 

Eq.(2) MDSC = (Depreciation and Amortization + Operating Margins + 
Non-operating Margins [Interest] + L-T Interest Expense 
+ Patronage Capital Received in Cash)/Total L-T Debt 
Service 

MDSC is simply a broader measure of coverage. 

Is equity an important consideration in securing private source capital? 

Yes. CFC attempts to work closely with all its borrowers by malting 

recommendations arid providing courses to assist them in building an appropriate 

equity level in order to achieve a capital structure that will allow them to attract 

capital at reasonable rates. 

Does CFC have an interest in JPEC’s equity ratio? 

Yes. CFC is vitally interested in JPEC ’s equity ratio as well as that of every other 

cooperative that seeks fiiiaiicirig from CFC. This interest is on an individual as 

well as a collective basis since the overall position of the borrowers as a group is 

what CFC provides to the market. The industry’s equity ratios affect the attitudes 

of investors of CFC securities. Should the overall equity position of electric 

cooperative utilities change, investors can be expected to react toward CFC 

securities, as they would towards the securities of an IOTJ. For example, if the 

overall equity ratio of electric cooperatives materially declines, the investors 
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would perceive an increase in risk and would demand a higher risk premium 

associated with the cost of debt. 

How Does JPEC 's equity ratio compare to other cooperatives? 

I have calculated the test year equity ratio to be approximately 42.44% as shown 

in the table below. The company's equity ratio has been declining since 2003 I 

The 2006 industry average was 47.27% (See Exhibit WKE-2 ratio 18). This 

information is summarized in a graph (see Graph 4) below. 
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Comparative Equity Ratios 
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Over the last five years the distribution cooperative industry has maintained an 

equity ratio between 47 to S O  percent. 
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Over the last five years the distribution cooperative industry has maintained an 

equity ratio between 47 to 50 percent. 

Why is it important for JPEC to maintain a strong equity base? 

The lower the equity ratio, the higher the annual charges for interest expense, and 

the greater the margin requirements to maintain adequate TIER and MDSC ratios. 

As the blended cost of long-term debt rises, the requirements to achieve an 

adequate TIER will become more difficult unless the equity ratio is increased. 

The rate of return on equity capital required to maintain an acceptable 

Net/Operating TIER will increase dramatically as equity falls arid the blended cost 

of outstanding long-term debt increases. 

What is your recommendation for an appropriate TIER ratio at this time for 

JPEC? 

JPEC is seeking a 2.0 net TIER return in this proceeding. I believe this to be the 

minimum TIER ratio for JPEC at this time. I understand that the Board of 

Directors and senior management are concerned with the magnitude of the 

resulting rate increase and have constrained their request to a minimal 2.0 TIER in 

an attempt to strike a balance between the equity-owners and finaiicial prudence. 
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In order to inore directly measure the required return aiid effect on equity, I have 

prepared estiiiiates of the earned test year rate of return on equity (ROE) required 

for JPEC. 
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Earned ROE 
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6 

Have you prepared a calculation of Utility Operating Income for the Test Period? 

Yes, I have. The calculation of Utility Operating Income for the test period, 12 

months ended December 2006, as ad,justed by normalizing adjustments for known 

and measurable changes, is presented below in Table 1. 

7 

8 Q. 

9 A. 

How did you determine the Test Period Amounts and pro forma adjustments? 

The test period ainouiits and pro forma adjustments associated with the Income 

Stateinent are based on Exhibit S, included in and sponsored by the testimony of 

JPEC witness Charles G. Williamson, 111, Vice President and Chief Financial 

10 

1 1  

12 Officer. 
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Table 1 
Calculation of Utility Operating Income for the 12 months ended December 31,2006 

with Normalizi 
Line I Description 
No. 1 

I 
2 
3 

4 
S 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
1s 

16 

17 
18 
19 

Revenues at Existing Rates 
Other Revenues 
IJtility Operating Revenues 

Cost of Purchased Power 
Transmission Expense 
Distribution Expense - Operation 
Distribution Expense - Maintenance 
Consumer Accounts Expense 
Customer Service & Inform. Expense 
Sales Expense 
A&G Expense 
Depreciation & Amortization Expense 
Tax Expense - Property & Gr. Receipts 
Other Tax Exuense 
Total Operating Expenses 

Operating Income 

Other Interest & Deductions 
Non-Operating Revenues 
Adjusted Operating Expenses 

20 IAdjusted Operating Income 

g Adjustments 
12 Months 

Ended Dec 3 1, 
2006 

$36,457,369 

$37,396,373 
-- $939,005 

$23,655,944 
$0 

$1,761,777 
$3,413,939 
$1,088,682 
$220,972 
$56,695 

$1,992,235 
$3,235,100 

$0 
$41,657 

$35,467,001 
--I____ 

$1,929,372 

($82,906) 
$706.5 1 1 

$34,843,396 

$2,552,977 

Normalizing 
Ad,justtnents 

$0 
$0 
$0 

$0 
$0 

$53,689 
$54,782 
$20,12 1 
$6,638 

($38,038) 
($S2,8 82) 
$594,972 

$0 
$0 

$639,282 

($639,282) 

$1,424 
($41,097) - 
$678,955 

($678,955) --__ 

Adjusted 
Amounts 

$36,457,369 
$939,005 

$37,396,373 
~- 

$23,655,944 
$0 

$1,8 15,466 
$3,468,721 
$1 , I  08,803 
$227,6 10 
$1 8,657 

$1,939,353 
$3,830,072 

$0 
$41,657 

$36,106,283 

$1,290,090 

($8 1,482) 
$665.4 14 

$35,522,351 

$1,874,022 

Q. What do the Adjusted Operating Expenses and Adjusted Income represent in 

Table 1 above? 

A. The Adjusted Operating Expenses reflect additional expenses and Non-Operating 

Revenues of JPEC that are typically below the line of traditional Operating 

Income. These expenses and non-operating revenues are reflected in the Adjusted 



Exhibit H-3 
Direct Testimony of William K. Edwards 

Page 19 of 34 

Net LJtility Plant 
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14 

12/31/2006 
$74,500,268 ($517,3 14) 

Operating Income to better compare with the measure of Net TIER which also 

includes these items. Many cooperatives like JPEC have non-operating revenues 

that are stable over time and as a matter of philosophy are considered by many 

cooperatives as a credit to the required revenues. 

$1,687,521 
$429,880 

$1,059,701 
$1,390,539 

($1 ,119,209) 

Does the $37,396,376 represent total TJtility Operating Revenues for tlie 12 

inonths ended December 3 I ,  2006? 

$6,43 1 
$7,271 

Yes, it does. 

Deferred Credits 

Did you prepare a calculation of Rate Rase for tlie Test Period and with pro forma 

ad,justments for ltnown and measurable changes? 

Yes. The calculation is attached as Exhibit WKE-3, wliich is summarized below 

($175,052)1 

in  Table 2. 

Table 2 
Summary of Rate Base 

Line 

7 

.- 

Balances as of 
12/3 1/2005 

Description 

Materials & Supplies 
Prepayments 
Cash Working Capital 
Deferred Debits 
Customer Deposits 

Adjusted 
Amounts 

$73,982,954 
$1,693,952 

$437,15 1 
$1 ,OS9,70 1 
$1,390,539 

($1,119,209: 
($175,052: 

$77,270,035 
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Q. 

A. 

What is the source of the Net TJtility Plant amount in Table 2? 

That amount is the average balance column of Exhibit WKE-3, page 2 of 2, line 

64. 

Q. 

A. 

How did you prepare Exhibit WICE-3? 

I prepared Exhibit WKE-3 from copies of their Trial Balances as of December 3 1, 

2005 arid 2006 provided me by JPEC personnel. From these Trial Balances, I 

identified the amounts of each TJtility Plant account and Accuinulated 

Depreciation or Amortization account. I have accepted the following normalizing 

adjustments proposed by Mr. Williamson: 

0 A $77,266 adjustment to CWIP, 

0 A $10,769 adjustment to Materials & Supplies, and 

0 A $7,271 adjustment to Prepayments. 

Q. 

A. 

Did you make any changes to Construction Work in Progress (“CWIP”)? 

None beyond the $77,266 normalizing adjustment proposed by Mr. Williamson. 

Q. Should CWIP be allowed in the rate base? 
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Yes. Although some corninissions pennit CWIP in rate base and some do not, I 

believe in this instance that inclusion of CWIP in rate base is appropriate. In a 

cooperative, the rate payers are the equity owners of the utility; hence there is no 

conflict between the customers and equity owners as is the case in an investor 

owned utility. Therefore, construction projects that have not yet become "used 

and useful" have a carrying cost that should be borne by the equity investors, 

which are the customers. 

How did you calculate tlie Allowance for Plant Materials and Operating Supplies? 

From JPEC 's Trial Balances as of December 3 1,2005 and 2006, I identified the 

amounts of all Plant Materials and Operating Supplies accounts to Exhibit WKE- 

3. 

Did you make any adjustment froin the amounts shown on JPEC 's Trial Balances 

in the Plant Materials and Operating Supplies accounts to the applicable amounts 

shown in your Exhibit WKE-3? 

I made one adjustment to eliminate the amounts shown in the trial balances for 

Account 156, Other Materials and Supplies, froin the allowance for plant 

materials and operating supplies since this account typically reflects non-utility 

materials and supplies. I have also accepted a normalizing adjustment made by 

Mr. Williamson in tlie ainouiit of $10,769. 
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How did you calculate the Allowance for Prepayments? 

From JPEC 's Trial Balances as of December 3 1,2005 and 2006, I scheduled the 

amounts in Prepayrnents accounts to Exhibit WKE-3. 

Did you make any adjustments from the amounts shown on JPEC 's Trial 

Balances in  the Prepayment accounts to the applicable ainounts shown in WKE- 

3? 

I accepted a $7, 271 adjustment made by Mr. Williamson. 

How did you calculate the Cash Working Capital Allowance? 

I used the standard 45-day formula approach that the Kentucky Commission has 

used applied to Total Operation and Maintenance expenses less Purchase Power 

and Sales Expense. I multiplied the ratio ?4 (that is, 45/360 days) tiines the 

$8,477,605, which results in a cash working capital allowance of $1,059,701. 

How did you calculate the amounts of Deferred Debits? 

Froin JPEC 's Trial Balances as of December 3 1,2005 and 2006,as shown in 

Exhibit W1C.E-3. 

20 
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Did you make any adjustments from the amounts shown on JPEC 's Trial 

Balances in  the Deferred Debit accounts to the applicable amounts shown in your 

Exhibit WKE-3? 

No. 

How did you calculate the amounts of Deferred Credits? 

From JPEC 's Trial Balances as of December 3 1,2005 and 2006,as shown in 

Exhibit WKE-3. 

Did you make any adjustments from the amounts shown on JPEC 's Trial 

Balances for Deferred Credit accounts to the applicable amounts shown in your 

Exhibit WKE-3? 

No. 

Have you calculated a capital structure? 

Yes. I have computed a capital structure using the company's adjusted test year as 

shown in Table 3 below. 
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Line Normalized 
No. Component 2006 

1 Long-Term Debt $48,718,372 

1 

Percent 
Capitalization 

58.58% 

2 

3 

4 

S 

6 

7 

8 

9 

10 

1 1  Q. 

12 A. 

13 

14 

1s 

16 

17 

Equity 
Total 

$34,444,409 4 1 -42% 
$83,162,781 100.00% 

In tlie Balance Sheet filed in a number of exhibits with the application, certain 

adjustments were made that reflect the inclusion of proposed rates as if they were 

present for tlie entire year. This potentially affects the return on equity because 

there is an adjustment of approximately $3.5 million to patronage capital, which if 

used to calculate the equity ratio, would inappropriately skew it higher. For this 

reason I have used the approximate $34.4 million as of December 3 1,2006 for tlie 

purpose of computing the capital structure as illustrated in Table 3. 

Have you computed the cost of debt? 

I have computed tlie cost of debt, which represents a weighted cost calculated by 

taltiiig the long-term interest expense for the test year divided by the average of 

the outstanding debt at the beginning and end of the test year. Additionally I have 

added $53,526 to the interest expense on long-term debt to reflect the normalizing 

adjustment sponsored by Mr. Williamson in his direct testimony. The weighted 

average cost of debt is 5.88%. 
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Have you calculated the earned return on equity for the test period? 

Yes. Table 4 illustrates the ROE for the Test Period (unadjusted) and the test 

period as adjusted for normalizing adjustments. 
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2006 
W/O Rate Iiic. 

$77,773,649 
3.28% 

$2,552,977 

$34,843,396 
$37.396.373 

1 

2006 
Adjustments W/O Rate Inc. 

($503,612) $77,270,037 
2.43% 

($678,955) $1,874,022 

$678,955 $35,522,351 
$0 $37,396.373 

Line 
No. 

1 
2 
i 

4 
5 

6 
7 

8 

Table 4 
Calculation of Return on Rate Base & Equity .-. 

AsBooked I I Normalized 

Rate Base 
Return on Rate Base 
Return 

Adj. Operating Expenses 
Revenues 

Revenue Difference 
Increase/(Decrease) 

Return on Rate Base 
Return on Equity 

Descriotion 

3.28% 
-0.10% 

$0 
0.00% 

2.43% 
-2.47% 

2 

3 Q. What is the company’s requested returii? 

4 A. 

5 

The company is requesting a 2.0 Net TIER which is equivalent to  a 7.02% retiirn 011 rate 

base and an 8.64% retitrii oii equity as shown i n  Table 5 below. 
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Table 5 
Calculation of Return on Rate Base & Equity -.--- I- 

Normalized Normalized 

W/O Rate Inc. Adjustments W1 Rate Inc. 
Line 2006 2006 
No. Description . . ~ -  

1 Rate Base $77,270,037 $0 $77,270,037 
2 Return on Rate Base 2.43% 7.02% 
3 Return $1,874,022 $3,554,064 $5,428,086 

4 Ad.j. Operating Expenses $35,522,351 $0 $35,522,351 

1 

6 
7 

Revenue Difference 
Increase/(Decrease) 

Return on Rate Base 
Return on Equity 

$3,554,064 
9.50% 

7.02% 
8.64% 

2.43% 
-2.47% 

3 Q. Is this ail adequate return? 

4 A. Yes, but is it likely leans toward tlie lower end of a reasonable range of returns. 

5 

6 Q. Will tlie proposed increase adequately improve the financial ratios? 

7 A .  

8 

JPEC will likely have adequate financial ratios. As shown below, JPEC’s test year 

finaiicial ratios are close to tlie median industry values with the proposed 9.5% increase. 



Exhibit H-3 
Direct Testimony of William K. Edwards 

Page 28 of 34 

8 

9 

10 

1 1  Q. 

12 

13 A. 

14  

1s 

16 

17 

18 

19 

20 

21 

22 

2 3 

JPEC 
Wl 

Proposed 
Increase 

TIER 2.00 

MDSC 1.96 
Operating TIER 1.75 

Industry 
Median 
2006 
2.29 
1.79 
1.91 

Optimal Cost of Equity 

Can you estimate the optimal cost of equity capital for a cooperative that does not 

sell equity in the public markets? 

Yes. The distribution customers who own JPEC invested equity capital in tlie 

form of patronage capital in the company through the retention of excess margins 

over costs. The equity holder’s patronage capital investments may be jeopardized 

when JPEC loses money or only meets its minimum payment obligations, and the 

equity portion of the balance sheet is reduced or impaired. Consistent with the 

regulatory and economic standards identified in the Rluefield (1 923) and Hope 

(1 944) decisions, I believe the return should be sufficient to return past capital 

investment in the utility, enable the company to attract new capital, and maiiitaiii 

tlie company’s financial integrity inclusive of maintaining a prudent equity ratio. 

Absent an adequate return sufficient to return capital pursuant to its capital 

rotation policy, JPEC and its customer-owners would be harmed. 

24 
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The Bluefield and Hope decisions, as applied to cooperatives, are slightly 

different than as applied to IOtJ. In an IOTJ, common equity is traded in very 

competitive markets largely to investors who are riot customers of the utility. 

Therefore, with respect to IOU, a return is required commensurate with tlie 

opportunity cost and risk of equity in a competitive financial market. With 

respect to cooperatives, because they do not trade equity in tlie market but retain 

margins for a period of time before returning them to the owner customers, the 

conceptual return should be adequate enough to allow JPEC the opportunity to 

ineet its operating requirements, provide for access to the debt capital markets and 

enable JPEC to return the patronage capital pursuant to a reasonable schedule. 

Why should a distribution cooperative like JPEC be entitled to an equity return? 

Isn’t JPEC a not-for-profit cooperative? 

JPEC is a not-for-profit tax-exempt cooperative. As such, JPEC provides service 

to its ineinbers at rates that are essentially at cost. However, equity capital has a 

cost associated with its rotation and JPEC ’s growth arid tlie determination of that 

cost becomes tlie basis of the return on equity recommendation contained in the 

company’s request. This coiicept, when applied to a cooperative, is different 

from aii IOU application. In an IOTJ, tlie cost of equity is the opportunity cost of 

equity in the market place. For this reason, the cost of equity for a cooperative is 

typically significantly less tliaii the cost of equity for a cooperative. 
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Are there different methods to estimate the return on equity for a cooperative like 

JPEC ? 

There are several formulas useful for determining the cost of equity capital from a 

cooperative like JPEC . These formulas have been developed over the last 30 plus 

years. Much of the original work in this field is attributable to Mr. James W. 

Goodwin during the late 1960s and early 1970s. Mr. Goodwin worked for the 

REA (now the Rural Utilities Service, or RTJS) as chief of the REA Retail Rate 

Branch and wrote several papers 011 the subject of equity costs associated with 

cooperatives. The original formula proffered by Mr. Goodwin is illustrated below 

in equation 3. 

Eq(3): K, = [( 1 +g)" - (1 -g)"'] / (1 +g)"" - 1 

Where: 
K, = Return On Equity 
g = Growth Rate in Rate Base 
n = Patronage Capital Rotation Period 

Subsequent work by both the RUS and CFC has resulted in a modification to the 

original formula to reflect a more forward-looking analysis. The modified 

formula is shown as equation 4 below. 

24 
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These formulas produce a minimum return required to hold the equity ratio at its 

present level while growing at a fixed level of growth (8) and revolving capital 

credits an a specific cycle (n years). The formulas also implicitly assume a 

retirement of patronage capital schedule, which grows as margins grow over time. 

However, sliould the equity ratio be appreciably below (above) its target level, 

then either the "Goodwin" model or its successor (the modified "Goodwin" 

model) will not produce a return that will allow the cooperative to achieve its 

target level. 

Another derivative of the Goodwin model permits adjustments to the cost of 

equity that will permit it to achieve the target ratio in a fixed number of years. 

Because the equity ratio is appreciably below the target equity ratio for JPEC , the 

adjustment component in the model will produce a premium in the return 011 

equity to permit the cooperative a higher return than it would ordinarily require. 

This is necessary to protect the existing equity of members. Additionally, the 

customer-owners of JPEC would be subject to higher financing costs if the return 

on equity did not permit such a premium (see equation 5) .  

Where: 
Ke = Require Return 011 Equity 
g = Anticipated Growth Rate In Plant 
n = Patronage Capital Rotation Period 
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We* = The Target Equity Ratio 
We = The Actual Equity Ratio 
t = Target Number Of Years To Reach We* 

Have you used these models to estimate the cost of equity capital for JPEC ? 

Yes. Exhibit WKE-4 contains the assumptioils and estimates of the growth rate 

for plant, which the capital structure will support. The growth in utility plant has 

averaged 4.56 % over the last 5 years. A growth rate (and subsequent ROE) 

should be set on a forward-looking basis because it is the basis upon which rates 

will be set, and is the basis upon which patronage capital will be refunded to the 

equity-owners of JPEC . After reviewing ten years of historical growth data and 

based on conversations with the company, I believe that a 4.56% growth rate is a 

reasonable expectation of the immediate future. I have also assumed a 20 year 

capital rotation cycle. Furthermore, I have targeted a 45% equity ratio, which is 

sliglitly below the industry average. Given these parameters, equation 5 produces 

a ROE of 8.97% (See Exhibit WI<E-4), which I believe better represents the true 

cost of equity for JPEC at this time. Rased on the 8.97% return on equity, the 

weighted cost of capital then becomes 7.16% as shown in Exhibit 6 below. 
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Pro Forma Percent 
Component 2006 Capitalization cos t  

Long-Term Debt $48,718,372 58.58% 5.88% 
Equity $34,444,409 - 4 1.42% 8.97% 
Total $83,162,781 100.00% 

1 

Weighted 
cost  

3.45% 
3.72% 
7.16% 

I Table 6 I 

Table 7 
Calculation of Return on Rate Base - & Equity 

Normalized Normalized 
Line 2006 2006 
No. Description W/O Rate Inc. Adjustments W/ Rate Inc. 

1 Rate Base $77,270,037 $0 $77,270,037 
2 Return on Rate Base 2.43% 7.16% 
3 Return $1,874,022 $3,661,365 $533  5,3 88 

4 Ad,j. Operating Expenses $35,522,35 1 $0 $35,522,351 

I Jackson Purchase Energy I 

5 Revenues l l  

Line ';I 

$37,396,373 $3,661,3651 $41,057,7391 

6 
7 

8 

Based on test year parameters, a return on rate base of 7.16% would result in  an 

increase of $3,661,365 (9.79%) as shown below in Table 7. 

Revenue Difference 
Increase/(Decrease) 

Return on Rate Base 
Return on Enuitv 

2.43% 
-2.47% 

$3,661,365 
9.79% 

7.16% 
8.97% 

6 

7 

8 Q. What are your recommendations? 
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1 A. 

2 

3 

4 

5 

6 

7 

8 

9 

10 Q. 

1 1  A. 

12 

13 

14 

15 

16 

17 Q. 

18 A. 

I recoininend that the Commission accept JPEC’s proposed test year, the proposed 

normalizing adjustments, the proposed 2.0 net TIER, and the revenue increase it 

generates -- $3,554,064, or a 9.50% increase over existing test year operating 

revenues. The difference between the company’s proposed increase and that 

developed around an optimal ROE are not that different. For this reason, the 

members of JPEC should have the lesser of the two methods. I believe the 

company’s request constitutes a reasonable request consist with the minimum 

required increase. 

Is a 9.50% increase excessive? 

No. It is not excessive when one considers that it has been approximately 10 

years since JPEC has had a rate increase. On an average annual basis, this rate 

increase averages about 0.91% per year since JPEC’s last increase. I don’t know 

many businesses whose costs have increased only 0.91% per year over the last 

decade. 

Does this conclude your testimony at this time? 

Yes. 



State of Virginia ) 
Fairfax County 1 

I, William K. Edwards, being duly sworn, deposes and says that the statements contained 
in the foregoing prepared testimony and the exhibits attached hereto are true and correct 
to the best of my knowledge, information and belief, and that such prepared testimony 
constitutes his sworn testimony in this proceeding. 

SWORN TO AND ASCFUBED BEFORE ME THIS THE 6th DAY OF NOVEMBER 
AD.,  2 0 a .  

/- 

My Commissian Expires: 
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WILLIAM K. EDWARDS 

Mr. Edwards is the Vice President of Regulatory Affairs at the National Rural Utilities 
Cooperative Finance Corporation. Mr. Edwards' primary focus is the public utility industry. His 
areas of expertise include regulation, load forecasting, planning, cost and rate design, and 
mergers & acquisitions. Mr. Edwards has previously worked for h e  firm of Emst & Whinney as 
a consultant, Mississippi Power & Light Company an operating company of Entergy as a 
supervisor in the Rate Department, Central Louisiana Electric Company as Director of Rates & 
Regulation, and Air Liquide America Corporation as an Energy Manager. 

PROFESSIONAL EXPERIENCE 

Mr. Edwards has extensive experience in the above listed areas. Representative projects are listed 
below for each of these areas. 

Rew1ation2 Mr. Edwards has broad and extensive experience in regulatory matters both as a 
consultant and as a utility executive. As Director of Rates for Central Louisiana Electric 
Company, Mr. Edwards had the responsibility for planning and successful execution of a number 
of dockets before both the Louisiana Commission and the FERC. Such experience includes, but is 
not limited to the following projects. 

Indiana Power & Light Rate Design Efforts Before the Indiana Commission 
ISES 1 & 2 rate proceedings before the Mississippi Public Service Commission 
Grand Gulf Rate proceeding before the Mississippi Public Service Commission 
Dolet Hills rate proceeding before the Louisiana Public Service Commission 
Wholesale rate proceeding before the FERC on behalf of Mississippi Power & Light 
Company 
Wholesale rate proceeding before the FERC on behalf of Central Louisiana Electric 
Company 
Transmission rate proceeding before the FERC on behalf of Central Louisiana Electric 
Company 
Antitrust case before the FERC on behalf of Central Louisiana Electric Company 
Rate complaint before the FERC involving rate of return and cost support. 

Load Forecasting. Mr. Edwards has been involved in many load forecasting efforts with the 
utility industry and has participated in the industry debates regarding the evolution of 
methodologies for forecasting. Some of the companies Mr. Edwards has been involved with 
include the following. 

e 

e 

e Entergy - Forecasting Committee 

Wisconsin Public Service Commission - A review of the forecasting methodologies of 
the Wisconsin Utilities 
Delmarva Power & Light - Advance Plan Proceedings before the Delaware 
Commission 
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Central Louisiana Electric Company - Development of an econometric load forecast 

Aluminum Association of America - electric end-use and econometric approaches to 
load forecasting. 

1985- 1995 

Planning. Mr. Edwards has extensive knowledge and experience with production costing 
models (e.g. PROMOD and POWRSYM) and load flow models (PTI and Westinghouse). 

Entergy - determination of fuel savings attributable to load and unit changes e 

e Central Louisiana Electric Company: 
Fuel Budgets, 

0 Generation Planning 
Rate Studies, and 

* Loss Studies. 

Analysis of Savings from Joint Dispatching, 

Cost & Rate De- Mr. Edwards has had extensive experience with cost 
analysis/detennination and rate design for a number of companies including: 

o 

a Delmarva Power & Light 
0 Arkansas Power & Light 
e Mississippi Power & Light 
a Louisiana Power & Light 

0 Missouri Public Service Company 
* Iowa Public Service Company 
e Wisconsin Public Service Company 
a Empire District Power Company 
e 

o 

o Allegheny Power System 
* Central Louisiana Electric Company 
e Air Liquide America Corporation 

Northern Indiana Public Service Company 

New Orleans Public Service Company 

New York State Gas & Electric Company 
Iowa Power & Light Company 

Mergers & Acquisitions. Mr. Edwards has performed a number of merger & acquisitions 
studies for various clients including: 

* Central Louisiana Electxic Company 
e Midwest Energy 
e Acquisition of Montana Power Company’s hydroelectric facilities 

TESTIMONY 

Mr. Edwards has testified before the following Commissions on a broad range of topics: 

Company Jurisdiction Subiect 
NIPSCO Indiana Long-Run Marginal Cost 
IP&L Indiana Long-Run Marginal Cost 
MP&L Mississippi Econometric Forecasts 
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MP&L 
CIBCO 
CLECO 
CLECO 
CLECO 
CLECO 
CLECO 
CLECO 
CLECO 
CLECO 
Air Liquide 
Air Liquide 
Air Liquide 
Air Liquide 

Idaho CO-OPS 
Central Elect Co-op 
Arizona Elect Power 
Montana Co-ops 
Four County Elect 

CFC/Deseret G&T 
Wayne-Whi te 
Navopache EMC 
Midwest Energy 
Vermont Electric 
Arizona Elect Power 
S.W. Transmission 
Wa yne-White 
Big Horn 
Vermont Electric 
Vermon t Electric 
Maine Legislature 

FERC 
Louisiana 
Louisiana 
Louisiana 
Louisiana 
Louisiana 
FERC 
FERC 
FERC 
FERC 
Washington 
Texas 
Arizona 
Louisiana 

Idaho 
Montana 
Arizona 
Montana 
North Carolina 
Superior Cour t 
FERC 
FERC 
Arizona 
Kansas 
Vennon t 
Arizona 
Arizona 
FERC 

Vermont 
Vermont 
Maine 

Wyoming 

Financial Model/Rate of Retum 
Rate Design/Revenue Recovery 
FASB 106 Issues 
Securities Issuances 
Securities Issuances 
Securities Issuances 
Cost of Service/Rate of Return 
Cost of Service/Rate of Return 
Cost of Service /Rate of Return 
Antitrust Issues (Predatory Pricing) 
Restructuring 
Restructuring 
Rates/Corpora te Stnichire 
Short-Run Marginal Costs and 
Non-Firm Rates 
Restructuring 
Antitrust 
Stranded Costs 
Restruc hiring 
Monopolization 

Cast of Service/Rate of Return 
Market Power 
Rate of Retum/TIER 
Rate of Return 
Financing/Rate of Return 
Rate of Return 
Rate of Return 
Cost of Service 
Rate of Return 
Rate of Retum/Revenue Requirements 
Rate of Return 
Service Territory Integrity 

Mr. Edwards has testified before the Idaho Legislature regarding electric utility restructuring and 
before the Transition Advisory Committee of the Montana Legislature regarding restructuring of 
electric distribution companies. 

EDUCATION 

Mr. Edwards holds a B.S. degree in Economics from Christopher Newport College of the College 
of William & Mary (with distinction) and a M.A. degree from Old Dominion University in 
Economics. Mr. Edwards' fields of concentration include econometrics, mathematical economics, 
and microeconomics. Mr. Edwards has completed the majority of requirements for the Ph.D. 
degree in economics at Virginia Polytechnic Institute & State University. 

PUBLICATIONS AND PRESENTATIONS 
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e 

e 

e 

e 

e 

e 

e 

Mr. Edwards has published or has spoken at the following industry conferences: 
Equity Management And The Ratemaking Process: An Overview of Theory and 
Practice, June 2004. 
"Restructuring At The Crossroads: The Wake of S M D ,  CFC Forum Meeting with 
Sue Kelly, Esq., and Rich Meyer, Esq., June 2003 
"The SMD NOPR A policy At War With Itself?" CFC Independent Borrowers 
Meeting, in conjunction with John T. Stough and Rodney I,. Nefsky, November 
2002. 
"The SMD NOPR And Its Potential Effect On Cooperatives: It's Not Your Father's 
Electric Power Industry Anymore", GE's MAPS User's ConEerence, October 24,2002. 
"Ratemaking In A Time Of Restructuring", CFC Forum, In conjunction with Carl 
Stover, July 2001. 
" PURPA: An Old Law With New Twists", Montana Electric Cooperative Manager's 
Meeting, June 2001. 
"FERC & Distribution Cooperatives", Tri-State Office Managers & Accountants 
Meeting, Sponsored by the South Dakota Rural Electric Association, Inc. August 24, 
2000. 
"Inferences of Restructuring On The Electric Utility Industry", Association of Illinois 
Cooperatives, Springfield, Illinois, July 2000. 
"Strategic Planning And Recent Changes In FERC Policy Regarding The Regulation 
Of Cooperatives", Comments before the Arkansas Electric Cooperative Corporation, 
Little Rock, Arkansas, December 1999. 
"Cooperative Regulatory Issues at the FERC", National Rural Utilities Cooperative 
-- Finance Corporation F o m  in New York, New York, 1999. 
"Changes In Regulatory Jurisdiction Resulting From Restructuring", Montana 
Association of Electric Cooperatives, June 1999. 
"Regulatory Restructuring and Economies of Scale & Scope", Montana Association of 
Electric Cooperatives, June 1998. 
"Role of Antitrust Laws in the Restructuring Process", Kentuckv Association of 
Electric Cooperatives, September 1997. 
"FERC Regula tion of Cooperatives", National Rural Utilities Cooperative Finance 
Corporation Seminars in Denver, Washington, and Atlanta February/March 1997. 
"FERC Regulation: Services & Financial Solutions, Proceedings from CFC Borrowers 
Interim Meetings", In conjunction with John T. Stough, Jr. Esq., N. Beth Emery, Esq., 
Geoffry Hobday, Esq., March 1997. 
"The Essentials of FERC Regulation of Cooperatives", In conjunction with N. Beth 
Emery, Esq. And Daniel E. Frank, Esq. On behalf of the National Rural Utilities 
Cooperative Finance Corpora tion, February 1997. 
"Unresolved FERC Rate Making Issues"/ National Rural Utilities Cooperative 
Finance Corporation Independent Borrowers Conference, July 2,1997. 
"Major Issues Facing the Electric Utility Industry As A Result of Restructuring", 
Texas Cooperative AccountinR Association, June 1997. 
"FERC's New Merger Policy", National Rural Utilities Cooperative Finance 
Corporation, March 1997. 
Acquisitions and the Future of Electric Distribution Cooperatives", Presentation 
Before the Indiana Statewide Association of Electric Cooperatives, August, 1996. 
The Economics of Acquisitions, Presentation Before the National Rural Electric 
Cooperative Association, June 1996. 
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”Comments Regarding Electric Industry Restructiiring”, on behalf of Air Liquide 
America Corporation for the FERC 1995. 
”Non-Firm Industrial Rates: Economic Justification Vs Marketing Justification”, 
Presentation Before the Southeas tern Electric Exchangee, April 1992. 
“Econometric Elasticity Measures Using Directly Estimated Differential Equations”, 
Presentation Before the a h e a s t e m  Electric Exchanpe, October 1989. 
”Role of Marginal Costs in the Rate Making Pracess”, Enterw Rate Conference, June 
1984. 
”An Inverse Limit Theorem to the Core of the Economy”, Old Dominion University 
Thesis for the Denee of Master of Arts in Economics, Sixmmer 1979. 

PROFESSIONAL AFFILIATIONS 

Mr. Edwards is a member of the American Economic Association (AEA), and the American Law 
and Economics Society. In 1993, Mr. Edwards served as chairman of the Southeastern Electric 
Exchange’s Rate Section. Mr. Edwards has additionally been a member of the Edison Electric 
Institute’s Rate Committee. 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 

BASE GROUP (RATIOS 1-5) 

RATIO 1 --- AVERAGE TOTAL CONSUMERS SERVED 
2002 27,087 1 1,545 82 1 
2003 27,343 11,779 817 
2004 27,704 12,167 81 8 
2005 28,105 12,361 819 
2006 28,461 12,605 81 8 

RATIO 2 --- TOTAL KWH SOLD (1,000) 
2002 607,779 218,960 821 
2003 594,991 224,215 817 
2004 608,568 232,994 818 
2005 648,361 243,131 819 
2006 630,211 250,709 818 

RATIO 3 --- TOTAL UTILITY PLANT ( I  ,000) 
2002 89,548.87 42,396.81 823 
2003 92,183.35 44,626.10 820 
2004 95,605.03 46,942.59 81 8 
2005 101,827.93 49,101.95 820 
2006 108,466.68 52,313.13 819 

RATIO 4 ---TOTAL NUMBER OF EMPLOYEES (FULL TIME ONLY) 
2002 73 44 
2003 73 44 
2004 73 45 
2005 75 45 
2006 79 46 

RATIO 5 ---TOTAL MILES OF LINE 
2002 3,108 2,419 
2003 3,142 2,459 
2004 3,180 2,490 
2005 3,213 2,510 
2006 3,244 2,536 

FINANCIAL (RATIOS 6-32) 

RATIO 6 --TIER 
2002 1.61 2.3 
2003 1.94 2.28 
2004 1.89 2.33 
2005 1.72 2.2 
2006 0.96 2.29 

RATIO 7 e- TIER (2 OF 3 YEAR HIGH AVERAGE) 
2002 1.63 2.35 
2003 1.8 2.42 
2004 1.92 2.53 
2005 1.92 2.47 
2006 1.8 2.49 

RATIO 8 -- OTIER 

821 
815 
818 
81 9 
81 5 

821 
817 
818 
818 
816 

823 
820 
81 8 
820 
81 9 

823 
820 
81 8 
820 
81 9 

168 
175 
178 
181 
183 

141 
149 
154 
148 
158 

171 
180 
180 
179 
177 

228 
229 
238 
226 
212 

269 
271 
27 1 
272 
273 

679 
524 
541 
616 
794 

718 
672 
641 
620 
665 

25,084 
25,553 
26,118 
26,515 
27,008 

607,779 
594,991 
608,568 
648,361 
630,211 

65,441 -95 
68,572.49 
73,516.43 
79,833.29 
84,022.86 

72 
73 
73 
71 
71 

3,277 
3,324 
3,386 
3,421 
3,456 

2.8 
2.57 
1.59 
1.71 
1.29 

2.75 
2.9 
2.9 

2.04 
1.72 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

11 
11 
11 
11 
11 

12 
12 
12 
12 
12 

11 
11 
11 
11 
10 

13 
13 
13 
13 
13 

23 20 
23 19 
23 7 
23 9 
23 18 

23 22 
23 22 
23 20 
23 16 
23 I O  

00054 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

55 2002 NIA NIA 
56 2003 NIA NIA 
57 2004 1.69 1.86 
58 2005 1.51 1.8 
59 2006 0.73 I .79 
60 

62 2002 NIA NIA 
63 2003 NIA N IA 
64 2004 1.69 1.86 
65 2005 1.6 1.84 
66 2006 1.6 1.99 
67 
68 
69 2002 2.08 2.0? 
70 2003 2.02 2.01 
71 2004 2 1.92 
72 2005 1.9 1.9 
73 2006 I .22 1.91 
74 
75 
76 2002 2.12 2.15 
77 2003 2.05 2.14 
78 2004 2.05 2.12 
79 2005 2.01 2.06 
80 2006 I .95 2.02 
81 
82 
83 2002 1.99 2.15 
84 2003 2.02 2.13 
85 2004 2 2.09 
86 2005 1.91 2.07 
87 2006 1.23 2.1 I 
88 
89 
90 2002 2.08 2.28 
91 2003 2 2.27 
92 2004 2.01 2.3 
93 2005 2.01 2.24 
94 2006 1.95 2.23 
95 
96 RATIO 14 -- ODSC 
97 2002 NIA NIA 
98 2003 NIA NIA 
99 2004 1.88 1.85 
100 2005 1.79 1.82 
101 2006 1.1 1.8 
102 
103 
104 2002 NIA NIA 
105 2003 NIA NIA 
106 2004 1.88 1.85 
107 2005 1.83 1.85 
1 oa 2006 1.83 1.93 

61 RATIO 9 --- OTIER (2 OF 3 YEAR HIGH AVERAGE) 

RATIO 10 -- MODIFIED DSC (MDSC) 

RATIO 11 --- MDSC (2 OF 3 YEAR HIGH AVERAGE) 

RATIO 12 -- DEBT SERVICE COVERAGE (DSC) 

RATIO 13 *-- DSC (2 OF 3 YEAR HIGH AVERAGE) 

RATIO 15 --- ODSC (2 OF 3 YEAR HIGH AVERAGE) 

NIA 
NIA 
81 8 

819 
a20 

NIA 
NIA 
818 
820 
819 

823 
820 
818 
820 
819 

823 
820 
81 8 
820 
819 

823 
820 
818 
820 
819 

823 
820 
818 
820 
81 9 

NIA 
NIA 
81 8 
820 
81 9 

NIA 
NIA 
818 
820 
819 

N/A 
NIA 
473 
563 
794 

NIA 
NIA 
473 
532 
621 

386 
400 
377 
408 
779 

434 
455 
438 
436 
464 

495 
464 
462 
490 
784 

508 
552 
548 
531 
555 

NIA 
NIA 

430 
785 

3aa 

NIA 
NIA 
388 
41 9 
476 

NIA 
NIA 
1.43 
I .45 
1.19 

NIA 
NIA 
1.43 
1.41 
1.52 

I +97 
1.87 
1.7 

1.67 
1.4 

1.95 
1.95 
1.94 
I .a1 
1.63 

2.49 
2.25 
1.63 
1.64 
1.48 

2.45 
2.5 

2.41 
2.01 
I .66 

NIA 
NIA 
1.61 
1.6 

1.36 

NIA 
NIA 
1.61 
1.62 
I .62 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 

6 
11 
18 

NIA 
NIA 

6 
9 

10 

a 
8 
5 
8 

17 

7 
9 
7 
6 
8 

21 

5 
8 

17 

l a  

19 
21 
21 
12 
8 

NIA 
NIA 

6 
8 

18 

NIA 
NIA 

6 
6 
8 
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2006 Key Ratlo Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

109 
110 
111 
112 
113 
114 
115 
116 
117 

119 
120 
121 
122 
123 
124 
125 
126 
127 

129 
130 
131 
132 
133 
134 
135 
136 
137 

139 
140 
141 
142 
143 
144 
145 
146 
147 

149 
150 
151 
152 
153 
154 
155 
156 
157 

159 
160 
161 
162 

1 i a  

128 

I 38 

I 48 

I 5a 

RATIO 16 --- EQUITY AS A % OF ASSETS 
2002 40.78 43.34 a23 479 39.28 

2004 42.56 42.78 a l a  414 38.01 
2003 42.47 43.29 a20 435 39.01 

2005 41.35 42.32 a20 432 36.14 
2006 38.5 42.01 a i  9 498 36.48 

RATIO 17 --- DISTRIBUTION EQUITY (EXCLUDES EQUITY IN ASSOC. ORG'S PATRONAGE CAPITAL) 
2002 40.46 38.26 a23 362 30.08 

2004 42.25 37.86 a i  8 312 30.08 
2005 41.04 36.92 a20 328 28.25 

2003 42.17 38.49 a20 326 30.39 

2006 38.18 36.38 ai9 375 27.38 

RATIO 18 -- EQUIW AS A % OF TOTAL CAPITALIZATION 
2002 44.61 48.73 a23 51 5 45.79 
2003 47.1 1 48.6 a20 442 44.41 
2004 46.57 48.2 a la  455 43.36 
2005 45.31 47.82 a20 472 41.16 
2006 42.47 47.27 a i  9 532 41 5 9  

RATIO 19 - LONG TERM DEBT AS A % OF TOTAL ASSETS 
2002 50.64 45.79 a15 292 48.64 
2003 47.69 45.72 a13 363 48.71 
2004 48.82 46 a12 328 48.82 
2005 49.91 46.01 a14 309 50.16 
2006 52.15 45.87 a13 248 51.52 

RATIO 20 -- LONG TERM DEBT PER KWH SOLD (MILLS) 
2002 60.32 82.45 a14 545 54.6 
2003 58.98 84.35 a i  1 570 59.47 
2004 62.21 87.86 a12 568 61.07 
2005 64.36 aa. 12 a14 557 61.95 
2006 74.03 91.99 a13 51 5 74.63 

RATIO 21 - LONG TERM DEBT PER CONSUMER ($) 
2002 1,353.50 1,463.29 a14 476 1,171 .00 
2003 1,283.49 1,551.43 a i  i 529 1,283.49 
2004 1,366.47 1,607.37 812 530 1,343.60 
2005 I ,484.68 1,699.03 814 489 1,414.31 
2006 1,639.22 1,777.28 a13 462 1,601.47 

RATIO 22 - NON-GOVERNMENT DEBT AS A % OF TOTAL LONG TERM DEBT 
2002 13.53 46.65 a06 735 47.01 
2003 31 -22 55.18 a02 599 59.39 
2004 20.59 32.59 783 562 24.67 
2005 17.1 I 30.48 781 579 21.92 
2006 I 3.82 28.1 1 791 621 19.39 

RATIO 23 -- BLENDED INTEREST RATE (%) 
2002 5.2 5.01 a14 305 4.62 
2003 5.25 4.8 a12 214 4.07 
2004 5.24 4.58 a i  i 140 3.74 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
22 

23 
23 
23 
23 
22 

23 
23 
23 
23 
22 

23 
22 
22 
22 
22 

23 
23 
23 

14 
8 

10 

10 
a 

9 
14 
12 
13 
9 

9 
13 
ll 
11 
12 

9 
12 
11 
10 
10 

23 
18 
14 
14 
15 

5 
2 
1 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KYOZO) 

Line Year System Value US Total US Total US Total State Grouping Slate Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

163 2005 5.33 4.92 812 I81 4.52 23 1 
1 64 2006 5.77 5.1 3 81 3 129 5.08 23 2 
165 
166 
167 2002 5.49 5.15 814 370 3.93 23 6 
168 2003 5.39 4.83 81 2 342 3.53 23 4 
169 2004 5.6 4.75 81 1 297 3.7 23 1 
170 2005 5.83 4.9 81 2 297 4.09 23 4 
171 2006 7.1 1 5.15 813 202 4.95 23 3 
172 
173 
174 2002 4 6.56 823 648 10.97 23 19 
175 2003 5.69 5.85 820 428 7.55 23 19 
176 2004 5.37 5.86 818 458 3.58 23 5 
177 2005 4.59 6.08 820 565 4.59 23 12 
178 2006 -0.31 6.51 819 789 2.09 23 17 
179 
180 
181 2002 4.72 5.69 823 605 6.89 23 19 
1 82 2003 5.52 5.27 820 364 5.52 23 12 
183 2004 5.31 5.12 81 8 374 3.43 23 2 
184 2005 4.98 5.37 820 509 4.6 23 10 
185 2006 3.15 5.82 81 9 766 3.9 23 15 
186 

188 2002 0.97 1.32 823 574 I .04 23 14 

RATIO 25 --- LONG-TERM INTEREST AS A % OF REVENUE 

RATIO 27 - RATE OF RETURN ON EQUITY (%) 

RATIO 28 -- RATE OF RETURN ON TOTAL CAPITALIZATION (“h) 

187 RATIO 29 - CURRENT RATIO 

i 89 2003 0.77 1.29 820 654 1.11 23 19 
190 2004 1.14 1.27 818 477 1.09 23 11 
191 2005 1.24 1.26 820 427 1.12 23 10 
192 2006 1.29 1.29 819 41 8 1.04 23 11 

195 2002 0.54 3.98 823 773 2.71 23 22 

198 2005 1.05 4 819 71 2 1.75 23 20 
199 2006 3.48 3.99 81 9 447 3.05 23 10 

202 2002 7.15 6.19 823 166 6.06 23 2 
203 2003 7.09 6.32 820 199 6.19 23 3 
204 2004 7.31 6.45 818 182 6.26 23 4 
205 2005 7.24 6.42 820 204 6.2 23 3 
206 2006 7.89 6.39 81 9 93 6.51 23 1 

193 
194 RATIO 30 - GENERAL FUNDS PER TUP (%) 

196 2003 0.18 3.74 820 808 3.74 23 23 
197 2004 I .23 3.77 818 674 2.21 23 16 

200 
201 RATIO 31 - PLANT REVENUE RATIO (PRR) ONE YEAR 

207 

209 

21 1 2002 58.13 74.19 82 1 750 58.93 23 14 
212 2003 58.75 76.78 817 752 61.54 23 17 

208 REVENUE & MARGINS (RATIOS 33-59) 

RATIO 33 --- TOTAL OPERATING REVENUE PER KWH SOLD (MILLS) 210 

213 2004 58.4 78.83 81 8 770 65.5 23 20 
214 2005 58.49 83.4 819 776 72.04 23 22 
215 2006 59.34 88.12 818 777 78.61 23 22 
216 
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Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

217 RATIO 34 --TOTAL. OPERATING REVENUE PER TUP INVESTMENT (CENTS) 
218 
219 
220 
221 
222 
223 
224 
225 
226 
227 
228 
229 
230 
23 1 
232 
233 
234 
235 
236 
237 
238 
239 
240 
241 
242 
243 
244 
245 
246 
247 
248 
249 
250 
251 
252 
253 
254 
255 
256 
257 
258 
259 
260 
26 1 
262 
263 
264 
265 
266 
267 
268 
269 
270 

2002 39.45 39.01 823 
2003 37.92 38.66 820 
2004 37.17 38.58 81 8 
2005 37.24 40.25 820 
2006 34.48 40.76 819 

RATIO 35 --TOTAL OPERATING REVENUE PER CONSUMER ($) 
2002 1,304.26 1,422.03 821 
2003 1,278.42 1,450.1 0 817 
2004 1,282.78 1,499.83 81 8 
2005 1,349.41 1,624.06 81 9 
2006 1,313.95 1,724.30 81 8 

RATIO 36 -- ELECTRIC REVENUE PER KWH SOLD (MILLS) 
2002 57.14 72.95 821 
2003 57.39 75.3 817 
2004 57.12 77.27 81 8 
2005 56.98 81.77 819 
2006 57.85 86.75 818 

RATIO 37 --. ELECTRIC REVENUE PER CONSUMER ($) 
2002 1,282.02 1,394.32 82 1 
2003 1,248.90 1,422.65 81 7 
2004 1,254.67 1,467.93 81 8 
2005 1,314.48 1,593.01 81 9 
2006 1,280.96 1,686.67 81 8 

RATIO 38 --- RESIDENTIAL REVENUE PER KWH SOLD (MILLS) 
2002 62.06 78.62 82 1 
2003 62.54 81.23 81 7 
2004 62.45 83.39 81 8 
2005 62.07 88.31 81 8 
2006 62.29 94.46 817 

RATIO 39 -- NON-RESIDENTIAL REVENUE PER KWH SOLD (MILLS) 
2002 49.34 65.18 81 9 
2003 49.46 67.17 815 
2004 49.08 68.69 815 
2005 49.07 72.3 817 
2006 50.98 76.82 81 6 

RATIO 41 --- IRRIGATION REVENUE PER KWH SOLD (MILLS) 
2002 133.76 83.22 404 
2003 89.54 84.93 403 
2004 79.66 90.33 403 
2005 82.07 95.42 402 
2006 99.28 93.86 400 

RATIO 42 -- SMALL COMMERCIAL REVENUE PER KWH SOLD (MILLS) 
2002 54.06 73.16 819 
2003 53.83 75.52 81 5 
2004 53.87 77 81 5 
2005 53.83 81.62 81 7 

403 
442 
451 
502 
573 

533 
580 
61 3 
633 
690 

751 
755 
772 
781 
778 

531 
585 
614 
64 1 
696 

763 
77 1 
789 
799 
800 

730 
731 
742 
762 
761 

31 
164 
275 
287 
174 

785 
786 
792 
797 

51.59 
50.93 
52.31 
56.46 
56.47 

1,245.92 
1,273.29 
1,348.81 
1,571 .I4 
1,628.85 

57.42 
59.74 
63.65 
70.54 
76.39 

? ,219.42 
1,248.36 
1,319.21 
1,542.53 
1,601.85 

62.19 
64.07 
68.49 
75.76 
81.48 

54 
54.45 
58.77 
65.94 
69.89 

133.76 
89.54 
79.66 
82.07 
99.28 

59.96 
61.76 
66.27 
73.47 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

1 
1 
1 
1 
1 

23 
23 
23 
23 

22 
22 
23 
23 
23 

10 
11 
16 
21 
22 

13 
18 
20 
22 
22 

10 
11 
16 
21 
22 

14 
16 
22 
22 
22 

16 
17 
20 
22 
21 

1 
1 
1 
1 
1 

22 
23 
23 
23 
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Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

27 1 
272 
273 
274 
275 
276 
277 
278 
279 
280 
281 
282 
283 
284 
285 
286 
287 
288 
289 
290 
29 1 
292 
293 
294 
295 
296 
297 
298 
299 
300 
301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 I 
312 
31 3 
314 
31 5 
31 6 
31 7 
31 8 
319 
320 
321 
322 
323 
324 

2006 54.8 86.43 814 796 

RATIO 43 -_- LARGE COMMERCIAL REVENUE PER KWH SOLD (MILLS) 
2002 41.14 50.4 656 530 
2003 41.66 51.74 656 555 
2004 40.53 52.94 656 591 
2005 39.65 57 667 621 
2006 41.48 61.53 673 620 

RATIO 45 --- STREET & HIGHWAY LIGHTING REVENUE PER KWH SOLD (MILLS) 
2002 121.5 102.22 596 
2003 122.25 106.06 589 

2005 11 9.54 1 t5.3 585 
2006 120.13 119.66 589 

2004 121.4 I 08.99 587 

RATIO 47 --- OPERATING MARGINS PER KWH SOLD (MILLS) 
2002 2.21 3.42 821 
2003 2.54 2.91 817 
2004 2.2 2.73 81 8 
2005 1.64 2.8 819 
2006 -1.27 2.94 818 

RATIO 48 -- OPERATING MARGINS PER CONSUMER ($) 
2002 49.54 63.53 82 1 
2003 55.33 55.91 81 7 
2004 48.43 54.1 818 
2005 37.8 56.3 819 
2006 -28.09 56.57 818 

RATIO 49 --- NON-OPERATING MARGINS PER KWH SOLD (MILLS) 
2002 -0.43 0.42 81 9 
2003 0.35 0.39 817 
2004 0.57 0.45 818 
2005 0.64 0.57 81 9 
2006 0.92 0.72 81 8 

RATIO 50 - NON-OPERATING MARGINS PER CONSUMER ($) 
2002 -9.73 7.69 819 
2003 7.55 7.39 817 
2004 12.44 8.44 81 8 
2005 14.84 10.92 819 
2006 20.33 13.85 818 

217 
21 8 
240 
275 
294 

542 
461 
488 
576 
779 

501 
41 2 
447 
544 
780 

752 
451 
352 
372 
320 

756 
402 
310 
326 
300 

RATIO 51 ---TOTAL MARGINS LESS ALLOCATIONS PER KWH SOLD (MILLS) 
2002 1.77 3.85 821 632 
2003 2.89 3.46 817 484 
2004 2.77 3.32 818 484 
2005 2.28 3.49 819 558 
2006 -0.35 3.89 818 776 

RATIO 52 ---TOTAL MARGINS LESS ALLOCATIONS PER CONSUMER ($) 
2002 39.81 72.37 821 606 
2003 62.88 66.25 817 429 

77.87 

42.74 
43.05 
47.27 
53.76 
58.47 

93.55 
100.16 
100.6 

108.47 
114.73 

1.54 
1.39 
0.77 
1.11 
0.31 

44.02 
36.72 
16.74 
33.23 
9.64 

0.14 
0.25 
0.24 
0.31 
0.45 

2.74 
5.46 
4.58 

7.2 
11.92 

1.74 
I .62 
1.04 
1.76 
0.73 

39.81 
45.88 

23 

23 
22 
22 
22 
22 

18 
18 
18 
18 
18 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 

23 

14 
15 
19 
21 
21 

4 
3 
5 
7 
7 

9 
7 
6 

10 
I 8  

9 
6 
5 

10 
18 

23 
5 
3 
4 
4 

22 
4 
5 
7 
4 

11 
7 
6 

10 
18 

12 
6 
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Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

325 
326 
327 
328 
329 
330 
331 
332 
333 
334 
335 
336 
337 
338 
339 
340 
34 1 
342 
343 
344 
345 
346 
347 
348 
349 
350 
351 
352 
353 
354 
355 
356 
357 
358 
359 
360 
36 1 
362 
363 
364 
365 
366 
367 
368 
369 
370 
37 1 
372 
373 
374 
375 
376 
377 
378 

2004 60.87 63.66 818 430 29.3 
2005 52.64 70.95 819 528 41.27 
2006 -7.76 77.51 81 8 778 14.44 

RATIO 54 ---ASSOCIATED ORGANIZATION'S CAPITAL CREDITS PER KWH SOLD (MILLS) 
2002 0.17 0.92 761 637 3.7 
2003 0.1 0.92 764 664 2.98 
2004 0.14 0.98 770 661 0.12 
2005 0.17 1.12 769 661 0.13 
2006 0.1 8 I .32 768 684 0.18 

RATIO 55 --- ASSOCIATED ORGANIZATION'S CAPITAL CREDITS PER CONSUMER ($) 
2002 3.76 16.88 761 
2003 2.13 16.68 764 
2004 3.11 16.82 770 
2005 3.84 21.92 769 
2006 3.98 26 768 

RATIO 56 -- TOTAL MARGINS PER KWH SOLD (MILLS) 
2002 1.94 5.08 821 
2003 2.99 4.58 817 
2004 2.91 4.71 818 
2005 2.45 4.91 81 9 
2006 -0.17 5.71 81 8 

RATIO 57 ---TOTAL MARGINS PER CONSUMER ($) 
2002 43.57 100.54 821 
2003 65.01 88.12 817 
2004 63.98 87.31 818 
2005 56.48 99.8 819 
2006 -3.78 1 12.2 81 8 

RATIO 58 --- AIR OVER 60 DAYS AS A % OF OPERATING REVENUE 
2002 0.28 0.25 807 
2003 0.27 0.23 804 
2004 0.26 0.22 797 
2005 0.21 0.23 803 
2006 0.21 0.2 808 

603 
638 
631 
648 
682 

708 
600 
605 
662 
791 

681 
546 
538 
636 
792 

376 
349 
353 
41 8 
389 

RATIO 59 ---AMOUNT WRllTEN OFF AS A % OF OPERATING REVENUE 
2002 0.41 0.21 792 139 
2003 0.24 0.21 791 344 
2004 0.25 0.2 787 308 
2005 0.2 0.18 784 352 
2006 0.18 0.18 791 406 

SALES (RATIOS 60-76) 

RATIO 60 -TOTAL MWH SOLD PER MILE OF LINE 
2002 195.55 95.78 821 136 
2003 189.37 96.01 81 7 151 
2004 191.37 98.7 81 8 159 
2005 201.79 102.85 81 8 155 
2006 194.27 104.88 816 159 

73.27 
57.07 

2.5 
2.86 
3.55 

4.6 
3.5 
I .08 
I .87 
0.95 

106.1 
81.29 
30.53 
42.83 
20.94 

0.13 
0.1 3 
0.11 
0.13 
0.1 

0.33 
0.34 
0.26 
0.26 
0.31 

189.85 
185.52 
187.93 
197.49 
192.94 

23 
23 
23 

21 
22 
21 
21 
21 

21 
22 
21 
21 
21 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

4 
I O  
18 

17 
18 
10 
7 

11 

17 
17 
8 
7 

10 

18 
17 
6 

10 
18 

19 
19 
4 

I O  
18 

5 
6 
7 
8 
8 

7 
17 
15 
18 
20 

23 11 
23 11 
23 11 
23 11 
23 11 
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Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping . -  
No. Median NBR Rank Median NBR Rank 

379 
380 
381 
382 
383 
384 
385 
386 
387 
388 
389 
390 
39 1 
392 
393 
394 
395 
396 
397 
398 
399 
400 
401 
402 
403 
404 
405 
406 
407 
408 
409 
410 
41 1 
412 
413 
414 
415 
416 
41 7 

41 9 
420 
421 
422 
423 
424 
425 
426 
427 
428 
429 
430 
431 
432 

418 

RATIO 61 --AVERAGE RESIDENTIAL USAGE KWH PER MONTH 
2002 1,260.16 1,154.80 82 1 277 
2003 1,212.1 7 1 ,I 36.65 81 7 317 
2004 1,217.66 1,136.1 9 818 304 
2005 1,298.51 1,186.35 81 8 252 
2006 1,245.88 1,167.95 817 308 

RATIO 63 --AVERAGE IRRIGATION KWH USAGE PER MONTH 
2002 351.85 2,026.1 0 404 386 
2003 1,046.30 2,025.69 401 309 
2004 1,708.33 1,752.12 400 203 
2005 1,357.14 1,875.00 401 263 
2006 773.81 2,182.87 400 354 

RATIO 64 --AVERAGE SMALL COMMERCIAL KWH USAGE PER MONTH 
2002 4,991.42 3,266.21 81 9 182 
2003 4,866.59 3,252.23 815 187 
2004 4,775.44 3,233.06 815 201 
2005 4,988.57 3,269.57 817 190 
2006 5,079.16 3,299.90 814 184 

RATIO 65 --- AVERAGE LARGE COMMERCIAL KWH USAGE PER MONTH 
2002 740,325.00 435,783.33 655 224 
2003 606,333.33 435,465.28 656 260 
2004 626,881.94 480,248.66 656 261 
2005 916,760.42 505,125.00 666 194 
2006 881,369.05 487,916.67 673 201 

RATIO 66 ---AVERAGE STREET & HIGHWAY LIGHTING KWH USAGE PER MONTH 
2002 10,937.50 1,671.28 594 33 

2005 11,708.33 1,633.88 581 21 

2003 10,875.00 1,666.67 583 28 
2004 11,208.33 1,666.67 585 26 

2006 a,125.00 1,554.61 584 41 

RATIO 69 --- RESIDENTIAL KWH SOLD PER TOTAL KWH SOLD (%) 
2002 61 "27 63.09 a21 445 
2003 60.67 62.48 817 450 
2004 60.1 61.86 818 450 
2005 60.88 62.23 818 434 
2006 60.75 61 -39 817 425 

RATIO 71 --- IRRIGATION KWH SOLD PER TOTAL KWH SOLD (%) 
2002 0.01 1.43 404 396 
2003 0.02 1.38 403 380 
2004 0.03 1.27 403 373 
2005 0.02 1.46 402 381 
2006 0.01 1.73 400 390 

RATIO 72 - SMALL COMMERCIAL KWH SOLD PER TOTAL KWH SOLD (%) 
2002 24.02 I 6.68 81 9 203 
2003 24.55 16.64 815 I91 
2004 24.95 16.91 815 187 

1,246.43 
1,215.29 
1,225.53 
1,307.84 
1,243.73 

351.85 
1,046.30 
1,708.33 
1,357.14 

773.81 

4,775.79 
4,044.62 
3,891.32 
4,004.76 
4,191.85 

1,295,333.33 
1,165,914.06 
1,229,834.70 
1,239,096.1 9 
1,099,289.35 

2,452.75 
2,554.94 
2,355.77 
2,237.95 
2,602.61 

61.44 
61.37 
60.83 
62.25 
62.5 

0.01 
0.02 
0.03 
0.02 
0.01 

16.62 
16.5 

16.51 

23 
23 
23 
23 
23 

1 
1 
1 
1 
1 

23 
23 
23 
23 
23 

23 
22 
22 
22 
22 

i a  

l a  

18 
18 

18 

23 
23 
23 
23 
23 

1 
1 
1 
1 
1 

23 
23 
23 

I T  
13 
13 
13 
11 

1 
1 
1 
1 
1 

8 
8 
8 
6 
5 

17 
17 
19 
14 
15 

3 
3 
3 
3 
3 

13 
13 
14 
15 
14 

1 
1 
1 
1 
1 

3 
2 
2 
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Line Year System Value US Total US Total US Total State Grouping Slate Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

433 
434 
435 
436 
437 
438 
439 
440 
441 
442 
443 
444 
445 
446 
447 
448 
449 
450 
45 1 
452 
453 
454 
455 
456 
457 
458 
459 
460 
46 1 
462 
463 
464 
465 
466 
467 
468 
469 
470 
47 1 
472 
473 
474 
475 
476 
477 
478 
479 
480 
481 
482 
483 
484 
485 
486 

2005 25.45 17.09 817 179 
2006 27.4 17.38 814 142 

RATIO 73 - LARGE COMMERCIAL KWH SOLD PER TOTAL KWH SOLD (%) 
2002 14.62 1 1.77 656 288 
2003 14.67 12.5 656 293 
2004 14.83 13 656 302 
2005 13.57 12.88 667 325 
2006 11.75 13.4 673 366 

RATIO 74 - STREET & HIGHWAY LIGHTING KWH SOLD PER TOTAL KWH SOLD (%) 
2002 0.09 0.13 596 369 
2003 0.09 0.13 589 367 
2004 0.09 0.13 587 363 
2005 0.09 0.13 585 357 
2006 0.09 0.13 590 349 

CONTROLLABLE EXPENSES (RATIOS 77-87) 

RATIO 77 -'- 0 & M EXPENSES PER TOTAL KWH SOLD (MILLS) 
2002 5.5 8.52 821 682 
2003 6.26 8.79 817 635 
2004 5.99 9.12 818 671 
2005 6.73 9 819 60 1 
2006 8.21 9.32 81 8 499 

RATIO 78 - 0 & M EXPENSES PER DOLLARS OF TUP (MILLS) 
2002 37.31 42.85 823 574 
2003 40.43 44.05 820 502 
2004 38.13 43.49 81 8 552 
2005 42.84 43.19 820 423 
2006 47.72 42.85 819 294 

RATIO 79 - 0 & M EXPENSES PER CONSUMER ($) 
2002 723.34 158.46 82 1 648 
2003 136.32 164.76 817 584 
2004 131.59 169.06 81 8 649 
2005 155.21 173.3 81 9 521 
2006 181.85 181.28 81 8 404 

RATIO 80 -- CONSUMER ACCOUNTING EXPENSES PER TOTAL KWH SOLD (MILLS) 
2002 1.76 2.52 821 652 
2003 1.81 2.63 817 649 
2004 1.84 2.72 81 8 650 
2005 1.72 2.62 819 681 
2006 1.73 2.7 1 818 685 

RATIO 81 --- CONSUMER ACCOUNTING EXPENSES PER CONSUMER ($) 
2002 39.57 48.17 82 I 602 
2003 39.35 49.41 817 640 
2004 40.39 50.31 818 626 
2005 39.66 51.67 81 9 661 
2006 38.25 53.03 81 8 701 

16.94 
17.39 

19.02 
21.8 

23.01 
20.2 

19.76 

0.09 
0.09 
0.09 
0.09 
0.09 

5.87 
6.26 
6.29 
6.25 
6.64 

48.43 
47.66 
50.42 
46.96 
47.72 

125.34 
131.28 
138.3 

137.58 
145.48 

I .93 
1.95 
2.05 
1.99 
2.1 9 
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46.15 
46.94 
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50.45 
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23 9 
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23 22 
23 23 
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23 17 
23 12 

23 14 
23 8 
23 15 
23 8 
23 4 

23 16 
23 16 
23 16 
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23 17 
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Line Year System Value US Total US Total US Total Slate Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

487 RATIO a2 -- CUSTOMER SALES AND SERVICE PER TOTAL KWH SOLD (MILLS) 
4aa 
489 
490 
491 
492 
493 
494 
495 
496 
497 
498 
499 
500 
501 
502 
503 
504 
505 
506 
507 

509 
51 0 
51 1 
512 
513 
514 
51 5 
516 
517 
518 
519 
520 
52 1 
522 
523 
524 
525 
526 
527 
528 
529 
530 
531 
532 
533 
534 
535 
536 
537 

539 
540 

508 

538 

2002 0.3 0.8 a07 

2004 0.31 0.82 a05 
2005 0.44 0.79 a05 
2006 0.44 0.82 a07 

2003 0.36 0.85 804 

RATIO 83 - CUSTOMER SALES AND SERVICE PER CONSUMER ($) 
2002 6.73 15.31 a07 
2003 7.83 15.96 a04 
2004 6.83 15.69 a05 
2005 10.11 15.99 a05 
2006 9.76 16.31 a07 

RATIO a4 ---A & G EXPENSES PER TOTAL KWH SOLD (MILLS) 
2002 2.24 4.95 a21 
2003 2.55 5.2 a i  7 
2004 2.73 5.26 a l a  
2005 2.76 5.2 a i9  
2006 3.16 5.32 818 

RATIO a5 ---A & G EXPENSES PER CONSUMER ($1 
2002 50.3 92.21 82 1 
2003 55.4 95.79 817 
2004 59.87 97.92 a18 
2005 63.57 100.22 a i  9 
2006 70 106.25 a i  8 

684 
659 
681 
609 
605 

668 
622 
660 
555 
572 

747 
736 
721 
717 
682 

740 
717 
695 
689 
657 

0.42 
0.45 
0.41 
0.42 
0.39 

8.44 
9.29 
7.58 
8.65 
8.32 

2.59 
2.73 

2.72 
2.99 

2.78 

52.23 I 

55.4 
57.17 
57.02 
59.57 

RATIO 86 ---TOTAL CONTROLLABLE EXPENSES PER TOTAL KWH SOLD (MILLS) (SAME AS RATIO #103) 
2002 9.8 17.23 a21 749 10.79 
2003 10.98 17.92 ai7 716 I I .56 
2004 10.87 I 8.27 a18 734 11.61 
2005 11.64 18.12 a i  9 703 11.64 
2006 13.54 I 8.66 a i  8 648 13.54 

RATIO a7 ---TOTAL CONTROLLABLE EXPENSES PER CONSUMER ($1 (SAME AS RATIO #io4) 
2002 219.94 31 3.29 a21 761 236.89 
2003 238.9 327.14 817 734 253.74 
2004 238.67 337.61 a i  8 746 249.79 

2006 299.86 361.64 818 617 271.63 
2005 268.55 345.95 a i  9 679 268.55 

FIXED EXPENSES (RATIOS 88-102) 

RATIO aa -- POWER COST PER KWH PURCHASED (MILLS) 
2002 35.51 40.25 a21 584 38.03 
2003 34.94 42.83 817 642 39.8 
2004 35.05 44.15 a i  6 653 43.68 
2005 35.21 48.8 a17 663 50.82 
2006 35.63 53.22 817 679 55.06 

RATIO a9 -- POWER COST PER TOTAL KWH SOLD (MILLS) 
2002 37.53 43.28 82 1 593 39.98 
2003 36.89 45.73 a i  7 649 41.94 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Tolal US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

541 
542 
543 
544 
545 
546 
547 
548 
549 
550 
551 
552 
553 
554 
555 
556 
557 

559 
560 
561 
562 
563 
564 
565 
566 
567 
568 
569 
570 
571 
572 
573 
574 
575 
576 
577 
578 
579 

558 

580 
581 
582 
583 
584 
585 
586 
587 
588 
589 
590 
59 1 
592 
593 
594 

2004 36.9 47.17 81 8 668 
2005 36.79 51.67 a i9  676 
2006 37.54 56.53 818 681 

RATIO 90 -- POWER COST AS A % OF REVENLJE 
2002 64.56 57.96 a23 195 
2003 62.79 58.89 820 266 
2004 63.19 59.33 a i  8 262 
2005 62.9 60.83 820 351 
2006 63.26 61.44 81 9 362 

RATIO 91 -- LONG-TERM INTEREST COST PER TOTAL KWH SOLD (MILLS) 
2002 3.19 4.01 813 51 3 
2003 3.17 3.85 a i  o 51 1 
2004 3.27 3.88 a i  i 502 
2005 3.41 4.27 812 523 
2006 4.22 4.7 81 3 448 

RATIO 92 --- LONG-TERM INTEREST COST AS A % OF TUP 
2002 2.17 2 814 31 7 
2003 2.04 1.9 812 325 
2004 2.08 1.87 81 I 286 
2005 2.17 2.04 a12 345 
2006 2.45 2.17 81 3 261 

RATIO 93 -- LONG-TERM INTEREST COST PER CONSUMER ($) 
2002 71.64 72.31 813 41 3 
2003 68.89 70.83 81 0 431 

2005 78.69 81 -06 81 2 431 
2006 93.48 90.4 a i  3 382 

2004 71 .86 71.98 81 1 408 

RATIO 94 --- DEPRECIATION EXPENSE PER TOTAL KWH SOLD (MILLS) 
2002 5.25 5.58 820 462 
2003 4.99 5.82 81 6 536 
2004 4.97 5.97 818 552 
2005 4.83 5.96 819 572 
2006 5.13 6.14 81 8 559 

RATIO 95 --- DEPRECIATION EXPENSE AS A % OF TUP 
2002 3.56 2.87 a22 44 
2003 3.22 2.88 819 109 
2004 3.17 2.87 818 140 
2005 3.08 2.86 820 191 
2006 2.98 2.84 819 261 

RATIO 96 -- DEPRECIATION EXPENSE PER CONSUMER ($) 
2002 117.79 102.42 820 292 
2003 108.56 106.88 81 6 387 
2004 109.27 109.89 a i  a 41 6 
2005 111.43 113.31 81 9 437 
2006 113.67 11 8.22 818 446 

RATIO 97 --ACCUMULATIVE DEPRECIATION AS A % OF PLANT IN SERVICE 
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3.9 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

595 2002 27.44 30.52 a23 
596 2003 28.29 30.69 ai9 
597 2004 29.24 31.11 a i  a 
598 2005 29.89 31.4 a20 
599 2006 30.13 31.4 a i  9 
600 
601 RATIO 98 ---TOTAL TAX EXPENSE PER TOTAL KWH SOLD (MILLS) 
602 
603 
604 
605 
606 
607 
608 
609 
610 
61 1 
612 
613 
614 
61 5 
616 
617 

619 
620 
621 
622 
623 
624 
625 
626 
627 

629 
630 
631 
632 
633 
634 
635 
636 
637 

639 
640 
64 1 
642 
643 
644 
645 
646 
647 

6-18 

m a  

638 

648 

2002 0.07 0.9 
2003 0.07 0.94 

2005 0.06 0.95 
2006 0.07 0.94 

2004 0.07 0.98 

RATIO 99 ---TOTAL TAX EXPENSE AS A % OF TUP 
2002 0.05 0.47 
2003 0.05 0.47 
2004 0.04 0.45 
2005 0.04 0.44 
2006 0.04 0.43 

RATIO 100 ---TOTAL TAX EXPENSE PER CONSUMER 
2002 1.62 16.6 

2004 1.53 17.91 

2006 1.46 18.78 

2003 1.58 17.68 

2005 1.46 I 8.64 

594 
591 
593 

590 
589 

596 
594 
593 
590 
591 

594 
59 1 
593 
589 
590 

546 
513 
474 
460 
449 

469 
471 
47 1 
473 
473 

461 
462 
462 
462 
466 

465 
465 
465 
467 
469 

RATIO 101 --TOTAL FIXED EXPENSES PER TOTAL KWH SOLD (MILLS) 
2002 46.12 53.64 a21 659 
2003 45.23 55.96 a17 69 I 
2004 45.33 57.41 a18 716 
2005 45.21 61.46 ai9 732 
2006 47.07 67.45 818 731 

RATIO 102 ---TOTAL FIXED EXPENSES PER CONSUMER ($) 
2002 1,034.78 1,033.1 5 a21 407 
2003 984. I 9 1,055.50 a17 501 
2004 995.68 1,099.12 a la  530 
2005 1,043.06 1,220.60 819 564 
2006 I ,042. I a I ,293.88 81 a 605 

TOTAL EXPENSES (RATIOS 103-107) 

RATIO 103 ---TOTAL OPERATING EXPENSES PER TOTAL KWH SOLD (MILLS) 
2002 9.8 17.23 821 749 
2003 10.98 17.92 a17 716 
2004 I 0.87 I 8.27 818 734 
2005 11.64 18.12 ai9 703 
2006 13.54 I 8.66 a l a  648 

RATIO 104 ---TOTAL OPERATING EXPENSES PER CONSUMER ($) 
2002 219.94 313.29 a21 76 1 
2003 238.9 327.14 a17 734 
2004 238.67 337.61 a l a  746 

24.74 
25.93 
26.03 
25.9 
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0.07 

0.08 
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0.05 
0.05 
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48. I a 
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65.12 

980.92 
998.49 
I ,083.79 
1,300.32 
1,382.05 
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11.61 
1 I .64 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

649 
650 
651 
652 
653 
654 
655 
656 
657 
658 
659 
660 
661 
662 
663 
664 
665 
666 
667 
668 
669 
670 
67 1 
672 
673 
674 
675 
676 
677 
678 
679 
680 
68 1 
682 
683 
684 
685 
686 
687 
688 
689 
690 
691 
692 
693 
694 
695 
696 
697 
698 
699 
700 
701 
702 

2005 268.55 345.95 819 679 268.55 
2006 299.86 361.64 81 8 617 271.63 

RATIO 105 --- TOTAL COST OF SERVICE (MINUS POWER COSTS) PER TOTAL KWH SOLD (MILLS) 
2002 18.39 28.16 821 697 18.13 
2003 19.32 28.99 81 7 687 18.8 
2004 19.29 29.41 81 8 693 19.29 
2005 20.06 29.81 819 686 19.84 
2006 23.07 30.71 81 8 62 1 22.27 

RATIO 106 ---TOTAL COST OF ELECTRIC SERVICE PER TOTAL KWH SOLD (MILLS) 
2002 55.92 70.65 821 744 57.94 
2003 56.21 73.38 817 750 60.84 
2004 56.19 75.59 81 8 766 63.7 
2005 56.86 80.74 81 9 77 I 71.12 
2006 60.61 85.45 81 8 752 78.5 

RATIO 107 ---TOTAL COST OF ELECTRIC SERVICE PER CONSUMER ($) 
2002 1,254.72 1,350.76 821 51 5 1,215.82 
2003 1,223.09 1,390.1 1 817 581 1,241 -37 
2004 1,234.35 1,436.68 81 8 612 1,333.59 
2005 1,311.61 1,564.65 81 9 625 1,543.85 
2006 1,342.04 1,654.67 818 642 1,596.14 

EMPLOYEES (RATIOS 108-1 13) 

RATIO I08 ---AVERAGE WAGE RATE PER HOUR ($) 
2002 21.97 21.42 819 340 21.04 
2003 22.73 22.1 1 814 350 22.43 
2004 23.65 23.08 81 5 357 23.14 
2005 24.41 24.12 819 376 24.41 
2006 25.14 24.84 814 384 25.05 

RATIO 109 --TOTAL WAGES PER TOTAL KWH SOLD (MILLS) 
2002 5.91 9.41 820 706 5.91 
2003 6.28 9.68 81 4 693 6.28 
2004 6.57 9.87 816 684 6.45 
2005 6.59 9.98 819 686 6.48 
2006 6.96 9.95 81 5 659 6.55 

RATIO 110 ---TOTAL WAGES PER CONSUMER ($) 
2002 132.54 177.47 820 673 123.95 
2003 136.74 181.56 814 666 127.05 
2004 144.37 185.96 816 647 131.38 
2005 152.1 193.28 819 632 133.63 
2006 154.04 196.57 815 617 132.7 

RATIO 11 I -- OVERTIME HOURSROTAL HOURS (“Yo) 

2002 6.08 4.8 819 228 5.91 
2003 6.63 4.65 814 171 6.86 
2004 8.14 4.94 816 122 7.24 
2005 9.25 5.8 816 94 6.82 
2006 9.25 4.98 81 1 42 6.32 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

703 
704 
705 
706 
707 
708 
709 
710 
71 1 
712 
713 
714 
715 
716 
717 
718 
719 
720 
721 
722 
723 
724 
725 
726 
727 
728 
729 
730 
731 
732 
733 
734 
735 
736 
737 
738 
739 
740 
741 
742 
743 
744 
745 
746 
747 
748 
749 
750 
751 
752 
753 
754 
755 
756 

RATIO 112 --- CAPITALIZED PAYROLL /TOTAL PAYROLL (%) 
2002 29.9 22.75 819 
2003 31.19 22.48 812 
2004 35.01 22.6 815 
2005 33.27 22.87 81 6 
2006 31.87 23.67 814 

RATIO 113 ---AVERAGE CONSUMERS PER EMPLOYEE 
2002 371.05 264.51 82 1 
2003 374.56 267.94 81 5 
2004 379.51 268.54 818 
2005 374.73 274.5 819 
2006 360.27 276.41 81 5 

GROWTH (RATIOS 114-121) 

RATIO 114 ---ANNUAL GROWTH IN KWH SOLD (%) 
2002 4.52 4.78 816 
2003 -2.1 1.05 81 0 
2004 2.28 2.02 814 
2005 6.54 4.66 815 
2006 -2.8 1.78 817 

RATIO 115 ---ANNUAL GROWTH IN NUMBER OF CONSUMERS (%) 
2002 1.65 1.54 820 
2003 0.95 1.47 81 1 
2004 1.32 1.54 814 
2005 1.45 1.5 815 
2006 1.27 1.51 817 

RATIO 116 --ANNUAL GROWTH IN TUP DOLLARS (%) 
2002 3.12 4.83 81 9 
2003 2.94 4.64 81 2 
2004 3.71 4.79 81 6 
2005 6.51 4.99 816 
2006 6.52 5.6 81 8 

RATIO 117 -- CONST. W.I.P. TO PLANT ADDITIONS (%) 
2002 16.52 22.23 805 
2003 7.67 24.11 807 
2004 10.5 25.34 801 
2005 57.32 26.81 805 
2006 43.44 24.72 793 

RATIO I18 --- NET NEW SERVICES TO TOTAL SERVICES (%) 
2002 1.29 1.67 819 
2003 1.73 1.63 81 I 
2004 1.77 1.63 815 
2005 I .73 1.63 816 
2006 1.42 1.58 81 6 

RATIO 119 ---ANNUAL GROWTH IN TOTAL CAPITALIZATION (%) 
2002 -0.17 3.43 81 9 
2003 0.25 3.22 812 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 
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787 
7aa 
789 
790 
791 
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794 
795 
796 
797 

799 

801 

798 

aoo 

a02 
a03 
a04 
a05 
a06 
a07 
aoa 
a09 
a i0  

2004 6.79 4.29 a16 250 
2005 7.67 5.35 81 6 259 
2006 6.29 5.12 a i  a 326 

3.03 
5.37 
4.49 

23 
23 
23 

5 
7 
8 

RATIO 120 --- 2 YR. COMPOUND GROWTH IN TOTAL CAPITALIZATION (%) 
2002 2.53 4.23 a06 543 
2003 0.04 3.85 a14 720 

2005 7.23 5.13 a i  5 244 
2004 3.47 4.19 a09 468 

2006 6.98 5.6 a14 289 

22 
23 
23 
23 
23 

l a  
21 
15 
4 
5 

9.03 

4.23 
4.51 
5.1 3 

7.85 

RATIO 121 --- 5 YR. COMPOUND GROWTH IN TOTAL CAPITALIZATION (%) 
2002 2.41 4.81 785 642 
2003 2.99 4.55 793 591 
2004 4.65 4.63 798 395 
2005 3.92 4.65 a05 498 
2006 4.1 1 4.93 a i0  524 

7.18 
7.18 
6.51 
6.76 
6.3 

21 
21 
22 
22 
23 

20 

17 
19 
17 

l a  

PLANT (RATIOS 122-145) 

RATIO 122 -TUP INVESTMENTS PER TOTAL KWH SOLD (CENTS) 
2002 14.73 19.44 a21 63 1 
2003 15.49 20.09 a17 612 
2004 15.71 20.69 a i  a 61 9 
2005 15.71 20.84 a i9  620 
2006 17.21 21.62 a l a  591 

11.2 
12.01 
12.75 

13 
14.2 

23 
23 
23 
23 
23 

RATIO 123 ---TUP INVESTMENT PER CONSUMER ($) 
2002 3,305.97 3,573.43 a21 479 
2003 3,371.37 3,711 .I9 817 505 
2004 3,450.95 3,830.69 a l a  51 2 
2005 3,623.13 3,954.35 a i9  505 
2006 3,ai 1.06 4,114.77 81 a 491 

2,607.94 
2,717.53 
2,776.55 
2,878.77 
3,086.27 

23 
23 
23 
23 
23 

RATIO 124 --TUP INVESTMENT PER MILE OF LINE ($) 
2002 28,812.38 I 9,086.04 a21 151 
2003 29,339.07 19,910.36 a17 163 
2004 30,064.48 20,714.35 a is  171 
2005 31,692.48 21,564.30 818 170 
2006 33,436.09 22,567.64 a16 176 

23,096.82 
24,041 .a3 
24,864.78 

2a,i96.08 
26,132.54 

23 
23 
23 
23 
23 

RATIO 125 ---AVERAGE CONSUMERS PER MILE 
2002 8.72 5.66 a21 173 
2003 8.7 5.7 a i  7 179 
2004 8.71 5.78 a i  a i ao 
2005 8.75 5.82 a l a  I a3 
2006 8.77 5.84 a i  6 i a i  

8-72 
8.7 

8.71 
9.01 
9.05 

23 
23 
23 
23 
23 

12 
12 
12 
13 
13 

RATIO 126 -- DISTRIBUTION PLANT PER TOTAL KWH SOLD (MILLS) 
2002 135.83 163.86 785 544 
2003 143.92 170.03 a17 548 
2004 146.16 174.76 a i  a 561 
2005 142.47 174.91 ai9 567 
2006 156.12 179.56 a i  a 530 

I 03.89 
109.32 
11 3.48 
113.51 
122.27 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 
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RATIO 127 -- DISTRIBUTION PLANT PER CONSUMER (5) 
2002 3,047.75 2,929.40 785 
2003 3,13 1 -64 3,066.27 81 7 
2004 3,210.62 3,16T.01 818 
2005 3,286.67 3,290.37 819 
2006 3,456.90 3,452.99 818 

RATIO 128 -- DISTRIBUTION PLANT PER EMPLOYEE (5) 
2002 1,130,882.12 806,768.35 785 
2003 1,172,991.53 854,655.76 81 5 
2004 1,218,453.37 881,431.50 818 
2005 1,231,623.55 925,911.49 819 
2006 1,245,402.91 972,132.93 815 

RATIO 129 -- GENERAL PLANT PER TOTAL KWH SOLD (MILLS) 
2002 7.02 14.85 
2003 7 14.55 
2004 6.69 14.26 
2005 6.89 14.32 
2006 7.52 14.61 

RATIO 130 --- GENERAL PLANT PER CONSUMER (5) 
2002 157.58 266.45 
2003 152.41 264.95 
2004 147.02 263.77 
2005 159.06 269.07 
2006 166.61 281.41 

RATIO 131 --- GENERAL PLANT PER EMPLOYEE (5) 
2002 58,469.52 69,080.37 
2003 57,085.59 69,160.05 
2004 55,794.21 71,014.60 
2005 59,604.85 74,126.87 
2006 60,023.94 77,029.18 

81 9 
816 
816 
818 
817 

819 
816 
81 6 
81 8 
81 7 

81 9 
814 
816 
818 
814 

360 
391 
396 
41 1 
409 

55 
67 
73 
95 

118 

735 
730 
735 
730 
713 

717 
721 
727 
714 
708 

577 
607 
652 
61 0 
635 

RATIO 132 --- HEADQUARTERS PLANT PER TOTAL KWH SOLD (MILLS) 
2002 NIA NIA NIA NIA 
2003 NIA NIA NIA NIA 
2004 3.47 6.85 746 634 
2005 3.28 6.78 760 663 
2006 3.39 6.97 765 666 

RATIO 133 - HEADQUARTERS PLANT PER CONSUMER ($) 
2002 NIA NIA NIA NIA 
2003 NIA NIA NIA NIA 
2004 76.1 1 126.15 746 591 
2005 75.69 130.44 760 622 
2006 74.98 137.14 765 642 

RATIO 134 - HEADQUARTERS PLANT PER EMPLOYEE (5) 
2002 NIA NIA NIA NIA 
2003 NIA NIA NIA NIA 
2004 28,885.75 33,204.05 746 446 

2,371.57 
2,434.35 
2,533.16 
2,623.14 
2,770.59 

969,314.23 
1,012,010.75 
1,061,871.69 
1,088,358.06 
1,085,503.42 

7.02 
7.3 

7.24 
6.89 
7.42 

135.19 
138.77 
147.02 
156.88 
157.17 

52,030.44 
55,458.64 
57,767.38 
59,604.85 
61,609.58 

NIA 
NIA 

3.52 
3.84 
4.04 

NIA 
NIA 

76.1 1 
81 -01 

1 12.93 

NIA 
N /A 

33.867.12 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 
23 

3 
3 
3 
3 
3 

4 
4 
4 
4 
4 

12 
13 
13 
12 
I O  

7 
10 
12 
11 
9 

7 
10 
15 
12 
13 

NIA 
NIA 
13 
15 
16 

NIA 
NIA 
12 
15 
16 

NIA 
NIA 
14 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KYOZO) 

Line Year System Value US Total US Total 11s Total State Grouping State Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

865 2005 28,364.27 34,640.60 760 499 36,408.20 
866 2006 27,011.46 36,798.76 763 544 43,528.72 
867 
868 RATIO 138 --- IDLE SERVICES TO TOTAL SERVICE (%) 
869 
870 
87 I 
872 
873 
874 
875 RATIO 
876 
877 
878 
879 
880 
881 
882 RATIO 

884 
885 

887 
888 

883 

886 

2002 12.84 7.96 802 219 8.52 

2004 13.69 7.91 797 192 8.58 
2003 13.38 8.05 796 202 9.33 

2005 14.09 7.84 797 183 8.34 
2006 14.38 7.88 794 163 9.32 

39 --- LINE LOSS (%) 
2002 5.35 6.6 82 1 598 5.32 
2003 5.26 6.56 817 609 5.13 
2004 4.99 6.49 815 628 5.32 
2005 4.28 6.22 81 7 688 4.89 
2006 5.06 5.86 817 532 4.77 

40 --SYSTEM AVG. INTERRUPTION DURATION INDEX (SAIDI) - POWER SUPPLIER 
2002 NIA NIA NIA NIA NIA 
2003 NIA NIA NIA NIA NIA 
2004 0 0.26 818 694 0.29 
2005 0.02 0.26 820 603 0.09 
2006 0.01 0.26 81 9 61 1 0.12 

889 RATIO 141 -- SYSTEM AVG. INTERRUPTION DURATION INDEX (SAIDI) - EXTREME STORM 
890 2002 NIA NIA NIA NIA NIA 
891 2003 NIA NIA NIA NIA NIA 
892 2004 1.12 0.53 81 a 298 1.23 
893 2005 0.5 0.52 820 415 0.18 
894 2006 4.02 0.21 819 66 0.71 
895 
896 RATIO 142 -SYSTEM AVG. INTERRUPTION DURATION INDEX (SAIDI) - PREARRANGED 
897 
898 
899 
900 
901 
902 
903 
904 
905 
906 
907 

909 
91 0 
91 1 
912 
913 
914 
91 5 
916 
91 7 
918 

908 

2002 NIA NIA NIA NIA 
2003 NIA NIA NIA NIA 
2004 0.04 0.02 818 330 
2005 0.03 0.02 820 37 1 
2006 0.05 0.02 81 9 327 

RATIO 143 -SYSTEM AVG. INTERRUPTION DURATION INDEX (SAIDI) -ALL OTHER 
2002 NIA NIA NIA NIA 
2003 NIA NIA NIA NIA 
2004 2.17 1.49 818 259 
2005 1.29 1.53 820 481 
2006 2.48 1.63 819 228 

RATIO 144 --- SYSTEM AVG. INTERRUPTION DURATION INDEX (SAIDI) -TOTAL 
2002 NIA NIA NIA NIA 
2003 NIA NIA NIA NIA 
2004 3.33 3.26 a i  8 402 
2005 I .a4 3.26 820 626 
2006 6.56 3 819 I 38 

RATIO 145 --- AVG. SERVICE AVAILABILITY INDEX (ASAI) -TOTAL (%) 
2002 NIA NIA NIA NIA 

NIA 
NIA 

0.02 
0.06 
0.05 

NIA 
NIA 

2.61 
1.47 
2.29 

NIA 
NIA 

4.19 
2.1 1 
3.58 

NIA 

23 
23 

23 
23 
23 
23 
23 

23 
23 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 
NIA 
23 
23 
23 

NIA 

15 
17 

8 
8 
4 
3 
4 

11 
10 
14 
18 
9 

NIA 
NIA 
20 
18 
16 

NIA 
NIA 
13 
7 
5 

NIA 
NIA 

7 
15 
11 

NIA 
NIA 
14 
15 
7 

NIA 
NIA 
19 
16 
6 

NIA 
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2006 Key Ratio Trend Analysis (KRTA) 
Jackson Purchase Energy Corporation (KY020) 

Line Year System Value US Total US Total US Total State Grouping Slate Grouping State Grouping 
No. Median NBR Rank Median NBR Rank 

91 9 2003 NIA NIA NIA NIA NIA NIA N/A 
920 2004 99.96 99.96 818 417 99.95 23 5 
921 2005 99.98 99.96 820 195 99.98 23 8 
922 2006 99.93 99.97 81 9 682 99.96 23 18 
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Jackson Purchase Energy Coprporatlon 
Rate Base Determination 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

26 
27 
28 

29 

30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

Acct 
No. 

360 
362 
364 
365 
366 
367 
368 
369 
370 
371 
372 
373 
389 
390 
391 

391.1 
392 

392.1 
393 
394 
395 
396 
397 
398 

Description 
Plant 

~- 

DIST. PLT. - LAND AND LAND RIGHTS 
DIST. PLT. -STATION EQUIPMENT 
DIST. PLT.- POLES, TOWERS, FIXTURES 
DIST. PLT. - O/H CONDUCT. & DEVICES 
DIST. PLT. - UNDERGROUND CONDUIT 
DIST. PLT. - UIG CONDUCT. & DEVICES 
DIST. PLT. - LINE TRANSFORMERS 
DIST. PLT. - SERVICES 
DIST. PLT. - METERS 
DlST PLT - INSTAL, ON CUST. PREMISE 
DIST PLT - LSD. PROP. ON CUST. PREM 
DlST PLT - ST. LIGHT. & SIGN. SYS. 
GEN PLT - LAND AND LAND RIGHTS 
GEN PLT -STRUCTURES & IMPROVEMENTS 
GEN PLT - OFFICE FURNITURE & EQUIP 
GEN P1.T - COMPUTER EQUIP/ SOFTWARE 
GEN PLT - UTILITY TRANSP. EQUIP. 
GEN PLT - LIGHT DUTY TRANSP. EQUIP 
GEN PLT - STORES EQUIPMENT 
GEN PLT -TOOLS, SHOP, GARAGE EQUIP 
GEN PLT -LABORATORY EQUIPMENT 
GEN PLT - POWER OPERATED EQUIPMENT 
GEN PLT -COMMUNICATIONS EQUIPMENT 
GEN PLT - MISCELLANEOUS EQUIPMENT 

_. 

Total Utility Plant In Service 

Balance Balance 
as of as of 

12/31/2005 12/31/2006 Average 

$223,945 
$10,328,072 
$27,199,878 
$1 6,377,025 
$3,813,594 
$8,796,410 

$14,899,469 
$5,946,218 
$2,824,069 
$1,431,186 

$1,048 
$530,852 
$86,866 

$2,040,453 
$292,024 
$413,275 

$1,825,870 
$346,140 
$79,008 

$429,355 
$167,198 
$282,543 
$540,789 
$94,163 

$98,969,450 

$235,871 
$12,008,367 
$28,486,552 
$17,054,966 
$4,106,735 
$9,423,467 

$15,623,839 
$6,468,811 
$2,934,243 
$1,484,794 

$1,048 
$558,138 
$86,866 

$2,047,039 
$292.326 
$322,290 

$2,079,856 
$375,930 

$79,008 
$451,976 
$169,060 
$287,695 
$589,509 
$94,242 

$105,262,626 

$229,908 
$11,168,220 
$27,843.215 
$16,715,996 
$3,960,164 
$9,109,938 

$15,261.654 
$6,207,514 
$2,879,156 
$1,457,990 

$1,048 
$544,495 
$86,866 

$2,043,746 
$292,175 
$367,782 

$1,952.863 
$361,035 
$79.008 

$440,665 
$168,129 
$285,119 
$565,149 
$94,202 

$102,116,038 

Adjusted 
Adjustments Average 

$229,908 
$1 1,168,220 
527,843,215 
$16,715,996 
$3,960,164 
$9,109,938 

$15,261,654 
$6,207,514 
$2,879,156 
$1,457,990 

$1,048 
$544,495 
$86,866 

$2,043,746 
$292,175 
$367,782 

$1,952,863 
$361,035 
$79,008 

$440,665 
$1 68,129 
$285,1 I 9  
$565,149 
$94,202 

50 $102,116,038 

CWlP 52,858,480 $3,204,054 $3,031,267 $3,031,267 
Normalizing Adjuslmenl $77,266 $77,266 

Total CWlP $2,858,480 $3,204,054 $3,031,267 $77,266 $3,108.533 

Total Utility Plant $101,827,930 $108,466,680 $105,147,305 $77,266 $105,224,571 

Accumulaled Depreciation 
108.662 ACCUM DEPR-STATION EQUIPMENT 
108.664 
108.665 
108.666 ACCUM DEPR-UNDERGOUND CONDUIT 
108.667 
108.668 ACCUM DEPR-LINE TRANSFORMERS 
108.669 ACCUM DEPR- SERVICES 

ACCUM DEPR-POLES, TOWERS, & FIXTURE 
ACCUM DEPR-O/H CONDUCTOR ti DEVICES 

ACCUM DEPR-U/G CONDlJCTOR & DEVICES 

108.67 ACCUM DEPR-METERS 
108.671 
108.672 
108.673 

ACCUM DEPR-INSTALLATIONS ON CUST PR 
ACCUM DEPR-LEASED PROP CUST PREMlSl 
ACCUM DEPR-STREET LIGHT & SIGN 

108.71 
108.711 

ACCUM DEPR FOR OFFICE FURN. & EQUIP 
ACC DEPR FOR COMPUTER EQUlPlSOFTWF 

108.715 
108.716 
108 72 
108.721 

CONTRA ACCUM DEPR -OFFICE FURNITURE 
CONTRA ACCUM DEPR - COMPUTERS 
ACCUM DEPR - UTILITY TRANSP. EQUIP. 
ACCUM DEPR - LIGHT DUTY TRANS EQUIP 

$1,164,968 
$9,860,117 
$5,255,456 

9583,417 
$2.187,176 
$3,568,221 
$2,293,694 
$1,066,821 

$620,867 
($102,078) 

$96,340 
$165,761 
$330,311 
($12,425) 
$83,107 

$886,929 
$200,234 

$1,264,923 
$10,628,842 

$5,642,593 
$652,016 

$2,448,411 
$3,610,938 
$2,415,868 
$1,163,276 

$668,690 
($1 01,973) 
$1 03,136 
$177,198 
$242,531 

($9,940) 
$66,486 

$918,600 
$223,423 

$1,214,946 
$1 0,244,479 
$5,449,024 

$61 7,717 
$2,317,793 
$3,589,580 
$2,354,781 
$1,115,049 

$644,779 
($102,026) 

$99,738 
$171,480 
$286,421 

($11,182) 
$74,796 

$902,764 
$21 1,829 

$1,214,946 
$10,244,479 
$5,449,024 

$617,717 
$2,317,793 
$3,589,580 
$2,354,781 
$1,115,049 

$644,779 
($102,026) 

$99,738 
$171.480 
$286,421 
($1 1,182) 
$74.796 

$902,7w 
$21 1,829 
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47 108.723 
48 108.73 
49 108.735 
50 108.74 
51 108.745 
52 108.75 
53 108.755 
54 108.76 
55 108.765 
56 108.77 
57 108.775 
58 108.78 
59 108.785 
60 108.79 
61 108.791 
62 108.795 
63 108.8 
64 108.81 

65 

66 

67 154 
68 156 

69 

70 165.1 
71 165.15 
72 165.2 
73 165.21 
74 165.211 
75 165.22 
76 165.24 
77 165.25 
78 165.26 
79 165.27 
80 165.28 

81 

80 

81 183 

82 235 
83 235.001 
84 235.11 
85 

86 

87 

ACCUM DEPR - CONTRA TRANSP. EQUIP 
ACCUM DEPR FOR STRUCTURES & IMPROV 
CONTRA - ACCUM DEPR STRUCT & IMPRV 
ACCUM DEPR FOR SHOP EQUIPMENT 
CONTRA - ACCUM DEPR - TOOLS, SHOP 
ACCUM DEPR FOR LABORTORY EQUIPMEN' 
CONTRA ACCUM DEPR - LABORATORY 
ACCUM DEPR FOR COMMlJNlCATlONS EQUl 
CONTRA ACCUM DEPR - COMMUNICATION 
ACCUM DEPR FOR STORES EQUIPMENT 
CONTRA ACCUM DEPR - STORES 
ACCUM DEPR FOR MISCELLANEOUS EQUIP 
CONTRA - ACCUM DEPR - MlSC EQUIP. 
ACCUM DEPR FOR POWER OPERATED EQU 
ACCUM DEPR - PWR EQUIP TRENCHER,ETC 
CONTRA ACCUM DEPR - POWER OPERATE[ 
RETIRE. WIP-JPECC CREWS 
RETIRE. WIP-CONTRACTORS 

($301,499) 
$1,152,581 

$55,258 
$289,731 
($41,384) 
$112,039 
($10,258) 
$192,461 

($348,231) 
$54,036 
($5,142) 
$52,059 
($7,772) 
$48,495 
$88,484 

$22 
$0 
$0 

($241,081) 
$1,203,593 

$44,207 
$310,883 
($33,107) 
$121,303 

($8,207) 
$214,539 

($278,584) 
$57.258 
($4,114) 
$57,973 

($6,217) 
$48,826 

$1 11,970 
$18 
$0 
$0 

($271,290) 
$1,178,087 

$49,733 
$300,307 
($37.246) 
$116,671 

($9,232) 
$203,500 

($313,408) 
$55,647 

($4,628) 
$55,016 
($6,995) 
$48,660 

$100,227 
$20 
$0 
$0 

($271,290) 
$1,178,087 

$49,733 
$300,307 

($37,246) 
$1 16,671 

($9,232) 
$203,500 
($313,408) 

$55,647 
($4,628) 
$55,016 

($6,995) 
$48,660 

$100,227 
$20 
$0 
$0 

$0 $0 $0 $594,580 $594,580 
Total Accumulated Depreciation $29,579,797 $31,714,276 $30,647,037 $594,580 $31,241,617 

___1- 

NORMALIZING ADJUSTMENT FOR DEPR. 

Net Plant $72,248,133 $76,752,404 $74,500,268 ($517,314) $73,982,954 

Materials &Supplies 
PLT MATERIALS & OPERATING SUPPLIES $2,188,377 $1 , I  77,989 $1,683,183 $0 $1,683,183 

$10,769 $10,769 
$2,191,946 $1,183,096 $1,687,521 $6,431 $1,693,952 

OTHER MATERIALS AND SUPPLIES $3,570 $5,107 $4,338 ($4,338) $0 

-_.-- $0 $0" $0- NORMALIZING ADJUSTMENT 

Prepayments 
PREPAYMENTS - INSURANCE 
PREPAID HEALTH INSURANCE-BENEFIT 
PREPAYMENTS - OTHER 
PREPAID RETIREMENT FUNDKO PD BENE 
PREPAID LIFE INSURANCWCO PAID BEN 
PREPAID L T D FUNDKO. PD. BENEFIT 
PREPAID SAVINGS PLANK0 PD BENEFIT 
RETIREMENT FUND-IBEW/BARG CO PD BEN 
PAST SERVICE LIABILITY FUND 
PREPAID 40lK LOAN REPAYMENTS 
PREPAID INSURANCE - RETIREES 
NORMALIZING ADJUSTMENT - 

$305,203 
$61,800 
$46,560 

$0 

$0 
$0 

($2,477) 
$0 
$0 

($4.332) 
$0 
$0 

$406,755 

$349,795 
$64.272 
$43,857 

($1 ) 
($182) 

$0 
($1,422) 

($0) 
$0 

($3,316) 
$1 
$0 

$4 5 3,O 0 5 

$327,499 $327.499 
$63,036 $63,036 
$45,209 $45,209 

($1) ($1) 
($91 1 ($91) 

$0 $0 
($1,949) ($1,949) 

($0) ($0) 
$0 $0 

($3.824) ($3.824) 
$1 $1 
$0 $7,271 $7,271 

$429,880 $7,271 $437,151 

Cash Working Capilal $1,059,701 $1,059,701 $1,059,701 

Deferred Charges $1,489,863 $1,291,215 $1,390,539 $0 $1,390,539 

Customer Depasits 
CUSTOMER DEPOSITS ($985,631) ($1,249,212) ($1 ,I 17,422) ($1,117,422) 

ATHLETIC FIELD FEES ($1,440) ($1,590) ($1,515) ($1.515) 
JPEC - GIFT CERTIFICATES ($300) ($245) ($273) ($273) 

($987,371) ($1,251,047) ($1,119,209) $0 ($1,119,209) 

Deferred Credits ($156,569) ($193,534) ($175,052) $0 ($175,052) 

Total Rale Base $75,192,757 $79,294,840 $77,773,649 ($503,612) $77,270,037 
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JPEC Cost of Equity Calculations 

Line Total Utility Growth 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12 

13 
14 
15 

16 
17 
18 
19 
20 

21 

22 
23 

No. Year Plant Rate 
1995 $6 1,97 1,420 
I996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 

$66,113,660 
$70,256,892 
$74,545,828 
$78,489,645 
$83,957,209 
$86,838,000 
$89,548,876 
$92,183,357 
$95,605,035 

$10 1,827,930 
$108,466,681 

Average (2002-2006) 
Standard Deviation 
t-Statistic 

Growth Rate 
Current Equity Level 
Target. Equity Level 
Time to Reach Target Equity (yrs) 
Cap. Credits Rotation Cycle (yrs) 

Modified "Goodwin" Model: 

Ke = (( 1 +g)^(n+l)-( 1 +g)^n)/(( I+g)"n)- 1 = 

6.68% 
6.27% 
6.10% 
5.29% 
6.97% 
3.43% 
3.12% 
2.94% 
3.71% 
6.51% 
6.52% 

4.56% 
1.68% 

2.7 I 

g 
We 
We* 

t 
n 

Modified "Goodwin" Model with Equity Ratio Adjuster: 

Ke = [(( 1 +g)^(n+l)-( I+g)^n)/(( I+g)^n)-l] 
+[(I +g)*((We*lWe)^( l/t))-1] = 

4.56% 
41.42% 
45.00% 

7 
20 

7.73% 

8.97% 
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Jackson Purchase Energy 
Cost of Equity Calculations 

Line Total Utility Growth 
_ _ _ _ - . ~  No. Year Plant Rate-.- 

1 1995 $61,971,420 
2 
3 
4 
5 
6 
7 
8 
9 
I O  
11 
12 

13 
14 
15 

I6 
I7 
18 
19 
20 

21 

22 
23 

1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
200s 
2006 

Average (2002-2006) 
Standard Deviation 
t-Statistic 

$66,113,660 
$70,256,892 
$74,545,828 
$78,489,645 
$83,957,209 
$86,838,000 
$89,548,876 
$92,183,357 
$95,605,035 

$10 1,827,930 
$108,466,68 1 

6.68% 
6.27% 
6.10% 
5.29% 
6.97% 
3.43% 
3.12% 
2.94% 
3.71% 
6.5 1 % 
6.52% 

Growth Rate g 

Time to Reach Target Equity (yrs) 

Current Equity Level We 
Target Equity Level We* 

Cap. Credits Rotation Cycle (yrs) 
t 
n 

4.56% 
1.68% 

2.71 

Modified "Goodwin" Model: 

Ke = ((l+g)A(n+l)-(l+g)An)/((l+g)An)-l = 

Modified "Goodwin" Model with Equity Ratio Adjuster: 

Ke = [(( l+g)"(n+ 1)-( 1 +g)"n)l( (1 +g)^n)-l] 
+t(l+g)*((We*~e)h(l/t))-l] = 

4.56% 
41 -42% 
45.00% 

7 
20 

7.73% 

8.97% 
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Mr. Kandel testifies in support of the distribution plant depreciation methodology, 
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1 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

2 A. 

3 Virginia 20 17 1. 

My name is Thomas E. Kandel. My business address is 2201 Cooperative Way, Herndon, 

4 

5 Q. 

6 A. 

7 Senior Accountant, Regulatory Affairs. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by National Rural Utilities Cooperative Finance Corporation (“CFC”) as a 

8 

9 Q. DESCRIBE YOUR EDUCATIONAL, BACKGROUND AND PROFESSIONAL 

10 EXPERTENCE, 

11 A. 

12 

13 

14 

15 program at  Xavier University. 

I was awarded a Bachelor of Science degree in Business from Miami ‘IJniversity, Oxford, 

Ohio in 1970 and a Master of Business Administration degree from Xavier University, 

Cincinnati, Ohio in 1977. I ma.jored in accounting during my undergraduate program at 

Miami IJniversity and concentrated on a management curriculum in the master’s degree 

16 

17 

18 

19 

20 

I commenced employment with CFC in August 2006 as Senior Accountant, Regulatory 

Affairs. In this position, I provide accounting and regulatory expertise to CFC and its 

member cooperatives, This includes reviewing and interpreting Financial Accounting 

Standards Board pronouncements and other authoritative accounting guidance, 

participating in regulatory ratemaking activities and proceedings and representing CFC 

21 on several industry-related accounting and tax committees. 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Prior to joining CFC, I acquired extensive accounting and financial experience with a 

number of electric utilities. From 1996 to 2006, I was employed by Southern Maryland 

Electric Cooperative (SMECO), Hughesville, Maryland. I was initially employed as Vice 

President, Finance and Administration in 1996 and was promoted to Senior Vice 

President, Finance and Administration in 1997. Following a reorganization in 2003, I 

assumed the position of Vice President, Financial Services and Chief Financial Officer. 

During all or part of the ten years with SMECO, I was responsible for the organization's 

accounting, financial reporting, cash management, financing, ratemaking, billing, credit 

and collections, budgeting and financial forecasting activities. 

From 1993 to 1996, I served as Consultant to the Comptroller and as Acting Chief 

Financial Officer for the Virgin Islands Water and Power Authority in St. Thomas, US. 

Virgin Islands. I was employed as Controller for Indiana Municipal Power Agency, 

Indianapolis, Indiana from 1983 to 1992. From 1979 to 1983, I served as Administrative 

Assistant to the Chief Accounting Officer of American Electric Power Service 

Corporation, Columbus, Ohio. I was employed as Controller for Madison Gas and 

Electric Company, Madison, Wisconsin from 1977 to 1979. From 1970 to 1977, I held 

the staff positions of Accountant and Report Accountant with Columbus and Southern 

Ohio Electric Company (now, Columbus Southern Power Company), Columbus, Ohio. 

I have passed the Certified Public Accountant exam and am a member of the American 

Institute of Certified Public Accountants, Maryland Association of Certified Public 

Accountants and National Society of Accountants for Cooperatives. 

I have attached Exhibit TEK- 1 summarizing my professional qualifications and 

experience as an expert witness in regulatory proceedings. 
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1 

2 Q. FOR WHOM ARE YOU PROVIDING TESTIMONY? 

3 A. I am providing testimony on behalf of Jackson Purchase Electric Corporation (JPEC). 

4 

5 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

6 A. 

7 

8 

The purpose of my testimony is to support the depreciation methodology, prudent 

application of data and reasonableness of the resulting proposed depreciation rates 

applicable to JPEC’s distribution plant as of December 3 1, 2006. 

9 

10 Q. WHAT IS THE ORIGIN OF JPEC’S EXISTING DEPRECIATION RATES? 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

The current depreciation rates were approved by the Public Service Commission of the 

Commonwealth of Kentucky (the “Commission”) in Case No. 2002-00485, dated 

December 30,2003. The applicable depreciation rates were made retroactively effective 

to January 1,2003. The current depreciation rates are the result of two separate 

depreciation studies. The distribution plant rates were developed by way of a 2001 

depreciation study conducted jointly by the Rural Utilities Service (RUS), an agency of 

the U.S. Department of Agriculture, and JPEC. The 2001 Depreciation Study used utility 

plant accounting information as of December 3 1,2001. Depreciation rates applicable to 

general plant were developed as a result of another depreciation study performed strictly 

by JPEC. 
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2 Q. 

3 

4 A. 

5 

6 

7 Q. 

8 A. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 Q. 

IS JPEC OBLIGA’TED TO IJSE T I E  RUS UNIFORM SYSTEM OF ACCOUNTS 

PRESCRIBED FOR ELECTRIC BORROWERS? 

Yes. As an electric borrower of RIJS, JPEC is required to maintain its books and records 

of accounts in accordance with the RI.JS Uniform System of Accounts. 

HOW DOES RUS DEFINE “DEPRECIATION’? 

In Subpart B-IJniform System of Accounts, part 1767, section 10 (7 CFR 1767. IO), 

Definitions, depreciation is defined as follows: 

“Depreciation, as applied to depreciable electric plant, is the loss of service 

value, not restored by current maintenance, incurred in connection with the 

consumption or prospective retirement of electric plant in the course of service 

from causes which are known to be in current operation and against which the 

utility is not protected by insurance. Among the causes to be given consideration 

are wear and tear, decay, action of the elements, inadequacy, obsolescence, 

changes in the art, changes in demand and requirements of public authorities.” 

The RUS definition of depreciation describes the nature of physical and functional 

depreciation. 

HOW IS DEPRI3CIATION ACCOUNTING DEFINED? 
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1 A. 

2 

3 

One of the most popular definitions of depreciation accounting is provided by the 

American Institute of Certified Public Accountants (AICPA) in Accounting Research 

Terminology Bulletin #1 which states: 

4 

5 

6 

7 

“Depreciation accounting is a system of accounting which aims to distribute the 

cost or other basic value of tangible capital assets, less salvage (if any), over the 

estimated useful life of the unit (which may be a group of assets) in a systematic 

and rational manner. It is a process of allocation, not of valuation.” 

8 

9 

10 

In M A  (which stands for the Rural Electrification Administration, the predecessor 

agency which became RUS) Bulletin 183-1, Depreciation Rates and Procedures, RUS 

addresses the objectives of depreciation accounting as: 

11 “The objective of depreciation accounting is to charge to expense the capital 

12 

13 

14 

15 

16 

investment in certain fixed assets, less salvage at time of retirement, over their 

useful lives. Thus it may be said that the cost of capital investments in plant is 

recovered by means of proper depreciation accounting. The useful life of such 

assets is dependent upon such factors as use, misuse, maintenance and 

obsolescence. The charge to expense is accomplished by establishing 

17 depreciation rates as a percentage. This percentage is applied to the asset cost to 

18 yield a monthly or annual amount of depreciation expense.” 

19 

20 

21 

22 

“Depreciation accounting provides for the systematic, periodic wri tedown or 

allocation of the cost of a limited-life asset or an asset group. The established rate 

of depreciation should recognize useful life and recovery values. Depreciation is 

not intended to provide funds for replacement, nor is it to be legitimately 



1 

2 

3 

4 

5 Q. 

6 A. 

7 

8 

9 

10 Q. 

11 

12 A. 

13 

14 

15 

16 

17 Q. 

18 
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considered as a means to make a desirable showing on the revenue and expense 

statement.” 

REA Bulletin 183-1, Depreciation Rates and Procedures, is attached as Exhibit TEK-2. 

ARE THESE DE~ITTIONS COMPATIBLE? 

Yes, The associated regulatory accounting prescribed by RUS is compatible with the 

AICPA definition of cost allocation. In the regulatory context, depreciation provides a 

means of capital cost recovery of the original investment in utility assets. 

IF NOT FOR A COMMISSION REQUIREMENT, COULD JPEC USE OTHER 

DEPRECIATION RATES THAT WOULD BE ACCEPTABLE TO RUS ? 

Yes. IJnder Bulletin 183-1, RUS borrowers have the option of using annual depreciation 

rates that fall within a range in Bulletin 183-1 or, alternatively, may perform a special 

depreciation rate study, such as the 2006 depreciation study, that results in rates based on 

the actual experience of the respective cooperative as to service life and net salvage. 

DID THE 2003 COMMISSION ORDER IMPOSE OTHER REQUIREMENTS ON 

JPEC? 
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1 A. 

2 

3 

4 accounts. 

Yes, The 2003 order also directed JPEC to account for salvage value and cost of removal 

by distribution account and issue a report to the Commission, no less than annually from 

the date af the December 30, 2003 order, depicting the existing balance in each of these 

5 

6 

7 

Additionally, the order required JPEC to provide updated supplements to each of the two 

respective depreciation studies by the earlier of the fifth anniversary of the 2003 order or 

a filing for a general rate adjustment. 

8 

9 Q. HAS THE DEPRECIATION STUDY APPLICABLE TO DISTRIBUTION PLANT 

10 BEEN UPDATED? 

11 A. 

12 

Yes. JPEC , with the assistance of RUS, has performed a 2006 depreciation study for 

distribution plant (Le., using plant accounting information as of December 3 1, 2006). 

13 

14 Q. HAVE YOU REVIEWED THE 2006 DEPRECIATION STUDY? 

15 A. Yes. I have. The 2006 Depreciation Study is included in the Application as Exhibit P. 

16 

17 Q. WHO PERFORMED THE 2006 DEPRECIATION STUDY? 

18 A. 

19 

As with the 2001 depreciation study, the 2006 depreciation study was jointly performed 

by JPEC and RUS. RUS has regulatory oversight of electric distribution borrowers, such 
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as JPEC, and RlJS personnel performing such studies have significant depreciation 

technical expertise. They worked closely with JPEC personnel to obtain applicable data 

and ensure that cooperative management retained tlie decision making authority. As a 

matter of policy, RUS personnel do not testify in depreciation matters. 

5 

6 Q. PLEASE SUMMARIZE TEE NATIJlU3 OF THE DEPRECIATION METHODOLOGY 

7 USED IN THE 2006 DEPRECIATION STUDY. 

8 A. A depreciation system is comprised of a combination of a method, procedures and 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

techniques. The selection of each is dependent on a number of facts and circumstances. 

The depreciation method refers to the pattern of accrued depreciation relative to the 

respective accotinting periods and, in certain instances, the usage of the related assets. 

The more popular methods include (a) straight-line, (b) compound interest, (c) units-of-, 

production and (d) accelerated or liberalized, which further includes declining balance 

and sum-of-the-years digits. The straight-line method, which has been incorporated in the 

2006 depreciation study, is the most commonly used method in the electric utility 

industry for book accounting and ratemaking purposes. The straight-line depreciation 

accrual is computed by taking the original cost of an asset less the net salvage value, 

which is simply salvage less cost of removal, divided by the estimated service life of the 

respective asset in years. 

21 

22 

Each of the depreciation methods may be used with a combination of one or more 

procedures. Procedures include (a) item, (b) broad group, (c) vintage group and (c) equal 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

life group. Due to the multitude of utility plant assets, it is typically impractical to 

account for depreciation on an individual item basis. Accordingly, it has become common 

place to use what is referred to as a group concept. Under the group concept, an average 

service life is determined for the respective group, which may include an individual 

account or functional group such as distribution plant, based a measurement of mortality 

characteristics. Vintage refers to the year the plant asset was placed in service. 

The 2006 depreciation study reflects the use of a vintage group procedure or a modified 

version of the vintage group. Due to certain underlying recordkeeping, JPEC presently 

uses a first-in, first-out vintage system for pricing retirements for items placed in service 

prior to March 1, 1989, which is the date JPEC converted their continuing property 

records from an assembly-unit to record units basis. Once all items placed in service prior 

to March I ,  1989 are retired, they will eventually be on the more traditional vintage year 

basis. 

Although “technique” refers to several other depreciation related decisions that must be 

made, the primary distinction focus here is the choice between whole life and remaining 

life in depreciation computations. Under the whole life technique, asset costs are 

allocated over the entire life of the plant by adjusting the average service life in the 

depreciation calculations. However, in some circumstances, the whole life technique may 

be modified to adjust for an expected accumulated depreciation reserve imbalance. In 

contrast, under the remaining life technique, any unrecovered plant cost, which is defined 

as the cost of plant less accumulated provision for depreciation, is allocated over the 

estimated remaining life. The 2006 depreciation study is on a whole life basis. 

23 
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1 Q. 

2 STURIES? 

ARE THERE SIMILARITIES BETWEEN THE 2006 AND 2001 DEPRECIATION 

3 A. 

4 

5 

6 

7 procedures and techniques. 

Yes. The 2006 and 2001 depreciation studies were both performed jointly by JPEC and 

RUS personnel and were conducted in accordance with REA Bulletin 183-1, 

Depreciation Rate and Procedures. Each study focused on depreciation applicable to 

JPEC’s distribution plant and use the same straight-line method and, in general, the same 

8 

9 

10 

11 DECEMBER 3 1,2006? 

Q. PLEASE IDENTIFY TJXE PRINICPAL COI\/IPONENTS OF JPEC’S DEPRECIABLE 

PORTION OF DISTRIBUTION PLANT BY PRIMARY ACCOUNT AS OF 

12 

13 

14 

15 

16 

17 

A,  Table 1, Distribution Utility Plant, depicts plant balance, accumulated depreciation and 

net utility plant by primary account as of December 3 I ,  2006. The difference between 

depreciable and non-depreciable distribution plant is the $235,871 of non-depreciable 

items contained in Account 360, Land and Land-Rights. JPEC’s Plant Balance of 

$98,150,959 as of December 31,2006 is $18,521,561 or 23.3% higher than the Plant 

Balance of $79,629,398 as of December 3 1,2001. 

18 

19 

20 
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Description 

I". - 
Table 1 

Distribution Utility Plant 
As of December 31,2006 

I----- 

Accumulated Net Utility 
Plant Plant Balance Depreciation Acct, 

No. 

--- 

I 

$12,008,367 $1,264,923 $10,743,444 
28,486,552 10,628,842 17,857,7 10 
17,054,966 5,642,593 11,412,373 

I 366 I Underground Conduit I 4,106,734 I 652,016 I 3,454,718 

Conductors and Devices c. 9,423,467 ~ 2,448,411 1 6,975,056 

Line Transformers 15,623,839 3,6 10,938 12,012,901 

6,468,8 1 1 2,415,868 4,052,943 
- 

I 370 1 Meters I 2,934,243 I 1,163,276 [ 1,770,967 

558,138 103,137 455,OO 1 

- 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Q. HOW DO THE DEPRECIATION RATES RESULTING FROM THE 2006 

DEPRECLATIQN STUDY COMPARE TO THE CURRENT DEPRECLATION RATES 

FOR DISTRIBUTION PLANT? 

A. Table 2, Depreciation Rate Comparisons Between Current and Proposed Rates, provides 

a comparison between the current or existing rates and proposed depreciation rates, 

represented as percentages, by each applicable distribution plant account. Based on the 

depreciable distribution plant balance as of December 3 1,2006, the overall composite 

depreciation rate will increase from 3.21% to 3.69%. 



Jackson Purchase Energy Corporation 
Thomas E. Kandel, Witness 

November 6,2007 
Page 13 of 18 

Current 
Rate 

Table 2 
Depreciation Rate Comparisons 

Between Current and Proposed Rates 

Proposed Difference Rate 
Acct, 
No. 
- 

Description 

.I2 % 

.12 % 
- - ~ - -  Towers and Fixtures 

Conductors and Devices 

3.19 5% 2.90 % 

Line Transformers 2.75 % 5.31 % 2.56 % 

369 I Services I 2.23 96 I 1.48 % 1 (.75)% 

- 
5.67 % 

(10.00)% 

373 I Street Lights and Signal Systems I 1.44 % I 3.47 % I 2.03 % 

I CompositeRate (as of 12/31/06) I 3.21 % I 3.69 % I .48 % 

2 

3 Q. 
4 

5 

6 

7 A. 

8 

9 

10 

11 

HOW DO THE! ANNUALJZED DEPWCIATION ACCRUALS RESULTING FROM 

THE 2006 DEPRlECIATION STUDY COMPARE TO ANNUALIZED AMOUNTS 

USING CURRENT DEPWCIATION RATES? 

Table 3, Annualized Depreciation Accrual Comparison, provides a comparison of current 

rates and the proposed rates resulting from the 2006 depreciation study. The annualized 

depreciation accrual or expense amounts are calculated by applying the respective current 

and proposed rates to the applicable distribution plant balances as of December 31,2006. 

Under this approach, the annualized expense will increase from the current amount of 
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Station Equipment 
Poles, Towers and Fixtures 
Overhead Conductors and Devices - 

$3,147,142 to the proposed amount of $3,616,908. The aggregated annualized increase of 

-- ~ ~ - - - - -  mi-: ----- $192,OS 1 $8,323 
1,193,587 1,228,879 35,292 
-. 591,807 612,167 20,360 

$469,766 is comprised of an increase in base depreciation expense of $229,079 and an 

Installations on Customers’ Premises 95,324 

Leased Property on Customers’ Premises 1 05 

Street Lights and Signal Systems 8,037 

$3,147,142 

-_ 
--_ - 

additional annualized amount of $240,687 to adjust for or amortize the reserve 

179,45 1 84,127 

-- (105) 

19,366 11,329 

$3,6 16,908 $469,766 

--- 

___. 

-- 

imbalance, the difference between the computer-calculated or theoretical accumulated 

depreciation reserve and the actual recorded or book reserve as of December 3 1,2006. 

I 

Table 3 
2806 Depreciation Study 

Annualized Depreciation AccruaI Comparison 

362 

I 366 

I 367 

9 Q. 

10 

Description 

Underground Conduit 72,689 1 69,281 I 
Underground Conductors and Devices (27,393) 

~ , 300,609 1 Z’i:::: 1 
Line Transformers 429,656 400,002 

Services 144,254 9S,8 19 (48,435) 

- 

- 

Meters I 127,346 I 117,020 I (10,326) 

DO YOU AGREE WITH THE CONCLUSIONS OF THE 2006 DEPRECIATION 

STIJDY? 
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1 A. Yes. I do agree with the overall conclusions. 

2 

3 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

4 A. Yes. 
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State of Virginia ) 
Fairfax County ) 

I, Thomas E. Kandel, being duly sworn, deposes and says that the statements contained in 
the foregoing prepared testimony and the exhibits attached hereto are true and correct to 
the best of my knowledge, information and belief, and that such prepared testimony 
constitutes my sworn testimony in this proceeding. 

Thomas E. Kandel 

SWORN TO AND ASCRIBED EFORE ME THIS THE 6th DAY OF NOVEMBER 
A.D., 2007. 

My Commission Expires: 
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TEK-1 

EXHIBIT TEK-1 

STATEMENT OF PROFESSIONAL QUALIFICATIONS 

THOMAS E. KANDEL 

Mr. Kandel is employed as Senior Accountant, Regulatory Affairs at National Rural 
IJtilities Cooperative Finance Corporation (CFC), Hemdon, Virginia. In this position, he 
provides regulatory accounting and ratemaking expertise to CFC and its cooperative 
members including representing CFC on several industry accounting and tax committees. 
His areas of expertise include accounting, finance, ratemaking and other regulatory 
related subjects. 

PROFESSIONAL EXPERIENCE 

2006 - Present 

1996 - 2006 

1993-1996 

1983 - 1992 

1979 - 1983 

1977 -- 1979 

1970 - 1977 

National Rural Utilities Cooperative Finance Corporation 
Senior Accountant, Regulatory Affairs 

Southern Maryland Electric Cooperative 
Vice President, Financial Services and Chief Financial Officer 
Senior Vice President, Finance and Administration 
Vice President, Finance and Administration 

Virgin Islands Water and Power Authority 
Acting Chief Financial Officer 
Consultant to the Comptroller 

Indiana Municipal Power Agency 
Controller 

American Electric Power 
Administrative Assistant (To Chief Accounting Officer) 

Madison Gas and Electric Company 
Controller 

Columbus and Southern Ohio Electric Company 
Report Accountant 
Accountant 
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TEK-1 

TESTIMONY 

Mr. Kandel has testified in the following matters: 

Southern Maryland Electric Cooperative (SMECO): 
Jurisdiction Suhiect Case No./Date 

Maryland Public Electric Purchased Power 8504(s), 3/20/97 
Service Commission Cost Adjustment Charges 8504(t), 3/16/98 

8504(u), 3/22/99 
8504( v), 3/ 1 O/OO 
8504(w), 3/5/01 
8504(x), 3/4/02 
8504(y), 2/28/03 
8504(z), 3/5/04 
8504( aa), 3/4/05 

Retail ChoiceBtranded Cost 8817,9/1/99 
Quantification Mechanism; 
Price Protection Mechanism 
and Unbundled Rates 

Indiana Municipal Power Agency (IMPA): 
Jurisdiction Suhiect Cause No./Date 

Indiana IJtility Sale of Bonds to Finance 38850,3/7/90 
Regulatory Commission Construction of Generation 

and Other Facilities 

EnUC ATION 

Xavier University, Master of Business Administration, 1977 
Miami University, Bachelor of Science in Business, 1970 

PROFESSIONAL STANDING AND AF'FILIATIONS 

Passed the Certified Public Accountant exam 
American Institute of Certified Public Accountants 
Maryland Association of Certified Public Accountants 
National Society of Accountants for Cooperatives 
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TEK-2 

UNITED STATES DEPAR"T OF AGRICULTURE 
Rural Electrification Administration 

Ocrtober 28, 1977 
Supersedes 11/3/69 

SUBJECT: Depreciation Rates and Bocednres 

1. General: This bulletin is issued to aid bornowere in their 
Specifia rates are presuribed 

Rangee of rates are 
accounting for depreciation. 
f o r  production and transmission plant. 
prescribed for distribution plant and reaonnnended for general 
plant, A method is furnished for borrowere to appraise their 
reBerve ratio for  distribution plant. Borrowere may contirme 
to use rates which have received specific BEB approval sbce 
January 1, 1967. 
from these depreciation procedures and prescribed rate8 with- 
out specific approval of REA except where other rates or 
procedures me required by a regulatory agency haw juris- 
diction over the borrower. 
jurisdiction should inform REA of depreciation rates 
prescribed by the Commission. 

Otherwise, no deviations a r e  to be made 

Borrowere under coannission 

11. Depreciation Defined: Depreciation is defined in the REA 
Uniform System of Accounts as "the loss  in eervice value of 
depreciable plant not restored by current maintenance resulting 
from cawes against which no insurance is casried, such aa wear 
and tear, decay, action of the elements, inadequacy, obsolescence, 
changes in the art, change8 in demand, and requirements of public 
authorities .'I 

111. Obdectives of Depreciation Accountinp;: 

A. The objective of depreciation acuounting is to chmge to 
expense the capital investment in certain fixed assets, 
less salvage at time of retirement, over their useful 
lives. it may be said that the coat of capitsl 
investments in plant is recovered by meane of proper 
depreoiation accounthg. 
is dependent upon such faotors BE w e ,  misuse, maintenance 
and obsolescence. 
by establishing depreciation rates ae a percentage, 
percentage is applied to the asset cost to yield a monthly 
or annual amount of depreciation expense. 

The useful life of .ewh assets 

The charge to expense is accomplished 
This 

3 
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TEK-2 

B. l[hs Rp# Uniform Systam o r  Accountb, in coaforndty with 
the practice of electric and other u t i l i t y  lnduetriee, 
provldcs for the we of c o m p ~ ~ l t ?  r a t e m  tor each cZaas 
o r  propertr lacludiag gemral plant. This is  conrmonly 
referred to aa ”~raup rpathod deprstj.ation.“ Altbough 
Urt me of the unit method of computing depreciation is 
not oonsistent with general uti l l ty  practice$ aor rw?- 
ognlcsd i n  the Uniform S;valxm of ACCOU&II Preocrlbed 
fbr Electric Borrovenr of the Rural EnsctrWicatloa 
Adnfaistmtion (rrrUr Bulletin l81-1), RESR all. mt object 
to thie method of ~olsputing depreciation for gemnrl 
P h U t  
M beiw MCe6StUy to mecbt their laanrrp.wt m r  

board8 Of dincC%OrS 8ppX’QW t b i S  p*.dW 

C. 
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TEK-2 

Bulletin 183-1 
Page 3 

recoKnition is given t o  so-calltd gain or  loss u n t i l  all 
the uni t s  included i n  the pa r t i cu la r  group are  abandoned. 

of t h e  accumulated provision for depreciation t o  gross plant 
i n  service (resenre r a t i o )  ha8 been widely recognized as an 
important measure of t he  propriety of depreciation rates and 
practices.  
use as 8 screening tool t o  determine whether a borruwer's 
reserve ratio is consistent with no& experience. 
procedure outlined in V.C. below, the  cooperative should, on 
an annual basis, prepare a,n analysis of the  adquscy of its 
accumulated provision f o r  depreciation of dist r ibut ion plant, 
This anfilysis should be maintained i n  the  coaperative f i l e s  
and be made available for review by REA f i e l d  p e r s o m d .  

V. Depreciation Guideline Curves - Diatribukion Plant: The r a t i o  

Guideline curves a r c  supplled in Section V.C. for 

Using t h e  

A. Underlyinp: T h e o q :  

1. Electric d i s t r ibu t ion  p lan t  i s  an a q l e  of a "continu- 

uni t s  of property, each of which i s  relplacd when it 
reaches the  end of i t s  useful l i fe .  
ous class" of property, and with proper depreciation 
accounting, the  reserve r a t i o  for a par t icu lar  company 
W i l l  be determined by the  following factors: 

W6 C ~ S S "  Of p r o p e y ,  COnSiSting Of I a b i v i d U  

For such a "coatlau- 

a. Its history of 

b. Its age. 

c. I t s  experience with re6pect t o  retirements and 
replacements. This involves not only the average 
useful l i f e  of the p lan t ,  b u t  also the dispersion 
i n  the  average useful l i f e  of the ind iv idua l  plant 
items. 

d. 

e. Its r a t e  of depreciation. 

Its experience with net  salvage. 

2. The d q r e c i a t i o n  guideUne c w e s  are a siag?lifled 
EpPliCatiOIi of this underlyhug theorjr. The fact;or 
of growth is taken i n t o  acrrwnt by t h e  horfcontal 
scale at the bottom of the chart which is  a ratio 
comparing the present p l an t  with plant ten years ~ 3 0 .  
The fac tor  of age is taken i n t o  Bccount by the fact 
t h a t  the curve is recmnended fo r  use only by bor- 
mwers x i t h  rn elapsed Bge s ince  energization of at 
l e a s t  20 years. The factors of experience with re- 
placements and 8e;lvage are taken i n t o  account W the 
prov%slon of a range between mexiWnn and mhhum 
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which encompames the range in averege l i f e  and i n  
pattern8 of replacement d i 8 p e ~ ~ l O n  whlch is met 
commonly oxpezlenccd by REA borxvwers. plass rangee 
were dctcnnined by refennce to 1rdlWrtl.g axparisnca, 
both public futd private, aDd throw simulated P h t D  
record aBalyses made of a number o f  RgA bornmm. 
Pre applicability of the basic factors o f  m, 
we, and history of retirement8 to REA ilirtribution 
bomweml reeerve ratlos has been confinatd by 
atatlrrtlcal analysie, and it haa been detawincd 
that the experience of mst distribution bonrovars 
which ham tollwed good depreciation accounting 
practices w i l l  place their rememe zutfo witbin 
the ''mnml" area between tbe maxlpurm curve and 
the IDinimm CUNT. 

3. It all be noted that then? I 6  (t conaiderable spread 
between the maximum and the minimum guidcllnc curves. 
It i6 signif5cant that condltioae M c h  my result i n  
fair4 high restme ratlos for certain borrowers. at 
the present t ime should lead to lower r e 6 e m  ratlos 
86 these bomwers become older, I t  13 mre likely, 
therefbre, that i n  later yeare the mtsximn curve may 
be lwctad. 

8 .  Application of  Depreciation Ouidellne Cunres:  

1. Depreciation guideUte c m e  can be used very easily 
by the bomwer. lpollowing the detetiled proctdurr tor 
use or the guideline! c m i  (section V C), the relierve 
r a t io  and rate o f  growth o f  distribution plant in aerv- 
ice arc determined for the Utest ten yew period. 
Reference to the depreciation guideline c m a  all 
inmrediately indicate whether the brrower'e r@seFYc 
ra t io  lie8 between the rrmXilllum Sod pdnimum curve8 for 
phnt  grarriag at  such a rete. 

2. If a borrwcr ili above the mximm, or klov t b  mini- 
m) tbir i s  an indication of an uuusual coadikLon 
Which yBIT(uDt;ll a -re detaUed rkrQI. Such a ekrdy 
raw laaucatc need ibr correction i n  c 8 c m u n t W  
procbdurer or 8 chsllgcc in dcprsclation rates or 
both, In mWrt mtances, datailsd e'tuby ~ ~ l s y  rapbal 
excsptlonat aonditioru vhich 3urrtiw the un~eusuLy 
h%h or lou merw r r t io .  
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3. It i s  also imgortant t o  consider the  change i n  the  
reserve r a t i o  during the last several  years, and the  
f'uture reserve r a t i o  a6 predicted i n  a long range 
f inancial  projection. If the reserve r a t i o  i e r  below 
the  minimum curve, but increasing, and If the finm- 
c i a l  project ion indicates  that it w U l  600111 reach the 
minimum curve, no correct ive action may be required, 
though subsequent progress should be watched t o  see 
tha t  it corresponds t o  t h e  estimates. 

Similarly, if t h e  reserve ratio falls between the 
maximum and minimum guide curves, but the f inancial  
projection indicates  t ha t  the re8-e r a t i o  5s  
expected t o  increase within a far gears t o  a paint 
well above the  maximum curve, a special  study of' the 
depreciation prac t ices  should be made to determine 
whether there  i s  a need for corrective action. 

4, 

C. Froccdure fo r  Use of the  Depreciation N d c U n e  Curves: 

1. The chart wbich follows, shows depreciation guideline 
curves with suggested l eve l s  of depreciation reserve 
r a t i o s  at various growth rates. The solid cume6 
indica te  the  upper and lower limits of normal retseme 
ra t io s  f o r  d i s t r ibu t ion  p lan t ,  
dashes ind ica tes  the  optimum level of reserve ra t io s  
which might be expected i n  t he  c88e of a'typical 
dis t r ibu t ion  borrower, 

The curve shuwn by 

2. To check t h e  accumulated provision fo r  depreciation of 
dis t r ibu t ion  plant against  t he  depreciation guideline 
curves, four steps are necessary: 

a. Determine whether the elapsed age since encrgiza- 
t i o n  i s  a t  least 20 years,  If it i s  l e m  than 20 
years, the guideline curves are not applicable, 

Determine the  current reserve ratio by divlding 
t h e  accumulated pmvislon for  depreciation on dis- 
t r i b u t i o n  p lan t  by the d is t r ibu t ion  p lan t  i n  6erv- 
ice. Typical figures might be $855,220 d iv ided  by 
$2,861,150, which gives a reserve r a t i o  of 29.s. 

b. 

c. Determine the r a t i o  of current d i s t r ibu t ion  plant 
in senrice to  d is t r ibu t ion  p lan t  i n  service ten  
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years before. To do t h i s ,  d i v i d e  t h e  current 
dis t r ibut ion p l an t  in service by t h e  d i s t r ibu t ion  
plant i n  service t en  years ear l ie r .  Typical 
figures mipht be $2,861,150 d i v i d e d  by $1,SbO,350, 
which pives B r a t i o  of 1.86. 

d e  Refer t o  t he  depreciation guideline curves, For 
a ra t io .of  current d i s t r ibu t ion  p lan t  i n  service 
t o  dis t r ibut ion p l an t  10 years wo of 1,.86, the  
maxim cume i s  about 3246 and t h e  minimum curve 
i s  about 21%. The example of 29.9$, in p a r w a p h  
2 above, l ies  within t h i s  range, 

3. 

4. 

It may be desirable  t o  use the  depreciation guideline 
curve w i t h  a growth period of more than 10 years. In 
t h a t  case, it w i l l  be necessary t o  use compound in t e r -  
est  tables t o  obtain the  average annual compounded 
rate of growth of d i s t r ibu t ion  p l an t  i n  service for 
the  par t icu lar  number of years involved. "hen t h e  
horizontal  scale  a t  the top of  the chart  W i l l  be 
used s 

References: 
a "continuous class" of p q e r t y ,  see .Report of the 
Committee on Degreciation, lw, National Association 
of  Railroad and Util i t ies Commissioners, For iniorma- 
t i on  on the  "Iowa Curves" of' plant  mortali ty dispersion, 
which were used i n  t h e  development of the  REA deprecia- 
t i o n  Inrideline w e ,  set  Statist ical  Analysis of In- 
dus t r i a l  Prqp e r ty  Retirements by Robley Winfrey, Iuwa 
kqineer ing  EScperiment Station, Bulletin NO. 125, 

For Kenera1 infomation on depreciation of 

1935, and Depreciation of W ~ I P  Prmer t i e s  by R o b l e y  
Winfrey, Iowa &tdneednK Stat ion,  Su l l e t in  No. 155, 
1?42, 
and other methods of l i f e  analysis ,  see Methods of 
-- EstimatinK U t i l i t y  Plant Life ,  Publication 51-23, 
Published 1952, Edison Elec t r ic  Ins t i t u t e .  A more 
extensive bibliography can be obtained Prom RE4 on 
request. 

For information on t h e  sbhlated ~ l a n t - r e c o r d  
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VI. Prescribed Depreciation Rates for  Msfribution Plant: The table 
below (paragraph C) se ts  forth the range of deprecistion rates 
for  distribution plsnt. 
select the rate, o r  rates,  which i n  i t s  judgment would be 
most suitable i n  measuring expiretion of the  6 t d C e  l i f e  of 
i t s  depreciable plant on a strai(liht-llne bsais .  
is  essential since depreciation rates caanot be determined 
precisely through application o f  exact fonnulss. 

Within this range each borrower should 

Such judgment 

A. Calculation of. Composite Depreciation Rates for Groups: 
The primary plant accounts rc'quired by the  REA Uniiorm 

8.  

syst-&a of A&ounts represent gmupin&s of plent units 
which are suitable for depreciation accountiag purposes. 
Although not aU units i n  a given account have identical 
characteristics o r  similar service l ives ,  it i*s possible 
t o  calculate E composite ra te  for each primary account and, 
i n  ,turn, by uti l iz inF the rates for  each primary account, 
t o  arrive a t  a composite ra te  for e functional group, such 
as distribution property. "he rate for 8 prhEWY EccoUnt 
is computed by first d e t e d n i u g  a rate for each group of 
similar materials within an E C C O U ~ ~ ;  secondly, the  cost 
of each wup of similar materiels is multiplied by the 
ra te  selected for tha t  group; and finally, the products 
of these multiplications are totaled and d iv ided  by the 
balance in t he  p r h a r y  account. This same procedure i s  
followed i n  determining the composite rate f o r  the  f'uac- 
t ional  group; that  is, the balances i n  the respective 
primary accounts w e  multiplied by the 1nd iv id .W rates 
selected f o r  the various accounts and the p W u c t s  added 
t o  arrive a t  a total which, d iv ided  by the aggregate cost 
of the depreciable plant accounts involved, produces a 
composite ra te  for t h e  M c t i o n a l  grWp. 

Selection of A p p r a p  r i a t e  Rates Within Range; 

1. Rev-lew Composition of Each Account: Rates f o r  i n d i -  
v i d u a l  accounts, within the ranges s e t  forth In  
Section VX.C. bklcw, ere t o  be wed in cdlculating 
c q s i t e  rates for f u n c t i o d  plaat p u p s .  
selecting the rates fo r  individual accounts, plant 
accounts should be reviewed to  d e t e d n e  the cm- 
position of each, (For exBmgle, in Account w, 
Poles, Towers and Fixtures, the types and relative 
proportions of poles, cross~rms, end anchor-auys 
shoulg be ascertained.) 
as t o  the expected l i f e ,  resmvd cost6 and materi2I.l 

In 

Estimates should be made 
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t o  be salvaged for the various types of material 
comprlaiag the property in each account. 
data vill m m  a basis for Judgment 8s t o  the  
rate of depreciation within the  recwmertded rwge  
k, be applied t o  each account i n  computing the 
corngosite rate for the functional group. 

These 

2. Consider Extprndl Factorst MfZsrcness I n  asoenrphi- 
c a l  locat Ion, climat e, opera- practicer, arainte- 
wince policy, load conditions & riniZar tautem mzy 
jurtify ~tiffemnces in depreciation ra tes  since axw 
of thew wviablas may afYeCt or limit t& s m c e  
l i f e  o r  dist r ibut ion plant. 

a. Factore and conditions contributing to  the use 
of t h e  upper range of the nrtc Zor p l e a  would 
be (1) grariDg conditione fawrable fbr decay, 
hurgi (a& vegetation in general) each an i n  
6outheaetenr states with hlgh awmge humaidlty 
and rainfall, or where irrigation snd crop 
fert i l ization are widely practiced and (2) 
large numbem of aubstaodard poles such aa 
were produced In 1946 throwti 1948. 

b. Factora aad conditione contributing to  the w e  
of the lower range of the r a t e  for poles am 
growing conditions tha t  are slou or poor; for 
example, i n  dxy and unirrlgateii are=, l a  
northern s ta tes  and a t  W e r  altitudee, 

3. Select Rate for Each Account Within the R-c: It 
1s rscolnmended t ha t  bonwaen, vhose Syatemr, am2 
operated under n o m 1  conditions select a ra te  fbr 
each account vhich l e  Dgsr the middle of the xmge. 
Ibr ~ystems operating under extreme conditions, euch 
56 p r e v a i l  in coastal or sleet "rc18b, or i n  extrema4 
arid  localities, the  Fate should be selected rzOm 
n e w  the  top or bottom of the ra-e a8 appropriate. 
Bounrcr, i n  no caile should t h e  low eDd aDr the hi@ 
end o r  the range be selected unless Uctrsordinsry 
conditiorrs d i t  which lead to irons or  
except ional ly  short semce life. 

XllustratioDe of rate computatiorrs and 
P r O C e d W E  to be follou@d by borruwers 
in the Appendix. 

to 



Exhibit H 

Vitness Thomas E. Kandel 
Page 10 of 17 

TEK-2 

BuUetin 183-1 
Fuge 110 

4. Review Prior Pract ices:  

Consideration should be given to adjust ing rates to 
cosnpenaate for t he  under o r  over accumulation of the 
provisions fo r  depreciation regul t ing from inadequate 
accounting prac t ices ,  procedures or improper rates. 
The guideline curves dSscussed I n  Section V above 
provide a basis f o r  evaluatiw the need for changes 
i n  depreciation r a t e s  f o r  .d i s t r ibu t ion  plant. 

For instance, when It i s  determined t h a t  the  accu- 
mulated provision .for depreciation is excessive 
because hiah depreciation rates have been used, 
or incorrect accounting h88 been follcwed, corrective 
action should be taken. Accounting procedures 
should be checked and, if necessary, corrected. 
It may be necessary t o  reduce the  depreciation 
rate. 
t he  r e ~ e r v e  r a t i o  i n t o  line with the  depreciation 
wide l ine  Curves on a R r a d u a l  basis over a auniber 
of years. 

The reduction should be su f f i c i en t  t o  br ing 

C. Ranp,e of Rates - Distribution Plant: 

Acct. Annual 
No. Account Depreciation Rate 

Structures and Xqrovements See Account 390 
Station Equipment 2.7 - 3.%* 
Poles, Towers, and Fixtures 3.0 - 4.0$ 
Overhead Conductor and Devlces 2.3 - 2.@ 
Underground Conduit 1.8 - 2,s 
UnderFground Conductor and Devices 2.4 - 2.s 
Line Transformers 2.6 - 3.1% 
Meters 2.9 - 3.45 
Services 3.l - 3 . s  

Ins t a l l a t ion  on Consumers' 

Leased Property on Consumers' 

S t ree t  Lighting and Signal 

Premises 3.9 - 4.4% 
Premises 3.6.- 4.1% 

Systems 3.8 - 4,s 
* Power type borrowers should use 2.8% for dis t r ibu t ion  

s ta t ion  equipment. 
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Requests for RIEA a p p r ~ v a l  t o  u ~ e  r a t e s  below or &me t h e  
composite r a t e  computed by using t he  ranges remanended 
must be supported by a c lear  statement of the  factors and 
conditions which ju s t i fy  such rates. 

VII. Recommended Depreciation Rates for General Plant: The table 
below sets forth the  range of recompended depreciation rates 
fo r  general plant. 

General plant is subdivided in to  six functional groups for 
deprekiation pumoses. 
accumulated provision fo r  depreciation of general plant should 
be maintained fo r  each ~ r ~ u p .  
o f  ra tes  are: 

Separate decimal subscco~nts o f  the 

The eix groups and the ranges 

Functional Groq 

Structures and Inrprovements 
Office Furniture and Equipment 
Transportation Equipment 
Power Operated Equipment 
Comnicat ions Equipment 
Other General Plant 

A. 

3. 

Account 3 9 ,  Structures and l inprovents :  

A composite r a t e  should be cumput& for this 8ccoUntby 
selecting a r a t e  appropriate for each structure recorded 
in it. 
structure  i s  added o r  deleted. A r a t e  at  o r  near the 
lower side of tbe  range should generally be used when 
structures a re  new or of masonry construction or in Ere86 
normally havirq favorable climatic conditions. A ra te  8t 
o r  near t h e  upper s i d e  of t h e  range should no- be 
used when structures are frame type construction, o r  
remodeled o r  i n  area8 subject t o  Severe climatic Conditione. 

A new composite r a t e  should  be computed when a 

Account 391, Office Furniture and Equipment: 

I n  t h e  computation of a composite r a t e ,  office furniture 
and equipment may be a i v i d e d  into 'three groups: 
furni ture  End miscellaneous off ice  fixtures and equipment, 

( 8 )  

*Upper l i m i t  of range increased to 12.s when data processiw 
and automatic accounting machines are Included. 
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(b) off ice  machines such as addressographs, type- 
wri ters ,  calculators  and adding machines, and ( c)  
data processinn equipment and automatic accounting 
machines. 
accounting machines are included, t he  annual c o q a i t e  
r a t e  may be rrreater than 7.a but it should not exceed 

If data processing equipment and automatic 

12,s. 

To the  mount of each group mentioned above E rate 
within the  followinp ranges should be applied: 

Zst-ted R w e  

L i  f e-Y cart% 
Servlce Depreciation 

Rat e 

Furniture and Miscella- 
neous Office Fixtures 
and Equipment 15 t o  25 4.0 t o  6.0% 

.I 

.Adding Machines, me- 
wri ters ,  Addressofzraphs 
and Calculators 9 t o  15 6.0 to io.& 

f 

Data PToeessinr Eauipment 
and Automatic Accountinq, 
Machin e s 6 t o  10 10.0 to 16.0% 

C. Account 392, Transportation Equipment: 

The computation of annual depreciation on a composite 
bakis may be i n  accordance w i t h  the  follawing schedule: 

Estlumted 
Estimated Percent Range 

Lif e-Yesrs 'aluc Rates 
Salvage Depreciation Service 

??E .- 

Autombiles 3 t o  5 20 t o  40 16.0 t o  20.0% 

Pickups, L i @ t  
Trucks , includinr  

ment 4 t o  6 10 t o  30 15.0 t o  17.s 
A w i l i a ~ ' ~  Eo_ui~- 

Heavy Trucks, in- 
cludinz Auxiliary 
Equipment 5 t o  10 Zero t o  20 10.0 to 16.& 

Trailers 3 t o  14 Zero 7.0 to 12*"?$ 
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D. Account 396, Power Operated Equipment: 

Ordinarily, depreciation should be computed on t h i s  
account using an appropriate composite rate. How- 
ever, u n i t s  of exceptionally high cost which are  
used only occasionally, should be  depreciated on a 
time basis, subject t o  a minimum wnth ly  charge. 
Sstimated life and salvape should be used i n  arriviw 
a t  the time ra te .  

E. Account 341, Communications Euuipment: 

A composite depreciation r a t e  on the  low side of the 
ranFe should be se lec t& i f  towers and base s ta t ions 
f o r  two-way radio systems and miscellaneous equipment 
represent a l a rge r  portion of the  account.belance. 
If, on t h e  other  hand, mobile radio u n i t s  represent 
a l a r ee r  portion of t h e  balance, a rate on the  high 
side should be used. When the account contains B 
considerable investment i n  such items as telephone, 
car r ie r ,  or supervisory and load control  equipment 
properly included i n  peneral plant, a r a t e  on the 
low side of the range should be used. 

F. Other General. Plant: 

This group includes Accounts 393, Stores Equipnent; 
394, Too l s ,  Shop and Garage Equipment; 395, 
Laboratory Equipment and 398, Miscellaneous Equipnent . 

VIII. Prescribed Depreciation Rates for  Pmduction and Transmission 
Plant: The t ab les  below se t  for th  t h e  depreciation rates fo r  
various types of production and transmission plant .  
rates are t o  be used by borrowers and REA except where. 
regulatory commissions prescr ibe other rates or unusual 
conditions j u s t i f y  special  rates. A detai led depreciation 
study should be made for t h e  special cases and submitted 
t o  REA for approval of appropriate rates, The rates shown 
below should be used unless the  special rates ss CletCrmined 
W the  study are more than 0.1 percentage pdint &reater o r  
less than the  recommended rates. 

Thtee 

.’ 
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E. R&tts for Production Plant: 

C. 

Functional G r o u p  
or Type of lplrcility 

Annaal Depreciation 
Rate 

steam Production 3.w 

Diesel ProCtuction: 
?2ORPermdbebu 
Abope720RPM 

3 . 0 6  
7.m 

Hydro Production 

GssZ!ux%be Rroductioa 3 *w 
XVuclear Production 

A prcrpoaed camposite rate tor nuclear production 
plant shall be mibmittsd to RE4 for ampmval. For 
joint partieipstlon projects i n  which the b m e r  
l a  8 minor parMcipSnt, the rate being used by the 
other pSrticipant( I), shall be U e d  
including suyportfng studies aad regulatory cond.6- 
sion's order, for the pzvrposed rate, ehsll be eub- 
mitted to REA. 

Justif'lcation, 

Rates for Transmission Plunt: 

Functionail G w u p  
or !lhe.of Facill* 

Annual Depreciation 
Rate 

Tranamistaion Lines 2.7% 

Trandssion Station 
Equipment 2.7% 

When the bmowt of camm5cation eq\ripmmt recorded 
i n  Account 353, Station Equipment, l a  aignlficsnt 
(7.5 percent or more of the a c c m t  total), the 
darpreciatioa on the canmanication 8qUipIQeDt i a  com- 
puted using the 6- rate used for Account 397, 
coeannurication ;E;auipmcat. 

Dcpreciation Rates for production and Certain T r a n d s a i o n  
Paclljltiear to be Included in Iaaa A g r ~ ~ t f t :  

1. To a s w e  C O U ~ ~ ~ ~ ~  i n  the UBC of depreciation rate8 
by REA in i t a  review and anelysea of loan applications 
and by the borrvmer in i ts  computation of dcpreciatioa 
- m e ,  loan agreements, where pruduction or certain 

D. 
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transmission f a c i l i t i e s  are involved, w i l l  include 
a provlsion tha t  the borrower (a) shall adapt 8s 
i t s  depreciation r a t e s  only those which 3ave pre- 
V i o u ~ l ? ~  been approved for the borrower by t he  Admin- 
i s t r a t o r  unless other depreciation rates are required 
by rerrulatory bodies havim ju r i sd i c t ion  in t h e  
pre!!ses,  and (b) S h a l l  not f i l e  with o r  submit for 
approval of r e p l a t o r y  bodies any praposed deprecia- 
t ion r a t e s  which have not previously been approved 
for the  borrower by t h e  Administrator, 

2. b a n  ametments w i U  contain the  above provisions for 
transmission f a c i l i t i e s  when: 

a. P.e borrower w i l l  own both  ene era ti on and trans- 
mission f a c i l i t i e s ;  or 

b. When more than 5'3 percent of t h e  borrower's plant  
investment is i n  transmission facil i+.ies;  or 

c. When REA Jetermines i n  other  ca6es t h a t  the deprecia- 
t i on  rates should be specified i n  the  loan qreement. 

IX. ..- Periodic Review-: 

Depreciation rjuideline c w e s  should * . L r d  t o  evaluate the 
adequacy of current depreciation pra .:e8 and rates fo r  d i s -  
t r i bu t ion  plant, Under the group :' 1 .*:od of depreciation, it 
is especial ly  necessary t o  re-exr' .! : I depreciation accounting 
prac t ices  periodically.  (Ever .r is recommended for general 
plant. ) Incorrect accounting ;+ocedures found should be cor- 
rected immediately. Rates should be a l te red  where necessary t o  
give e f fec t  t o  justif la 'ble ehanRes i n  estimates of service l i f e  
o r  net  salvage. 
changes i n  depreciation rates are necessary t o  keep t h e  reserve 
r a t i o  i n  l i n e  with the wide l ine  curves, 

When frequent reviews are made only modest 

Admini strator 

Attachment : 
Appendix - Illustrations of Rate Computations .and Accounting 

Procedures t o  be Folloved by Borruwers 

Index: 
DEPRECIATION: 

Rates and Procedures 
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.* 1. Calculating a composite rete for distribution plant: . 

a, 

Account aalance Rate A Amaunt A Rate 0 Amount B 

slowing effect of c h w e  i n  rate for esch primary account: 

b Eepreciation Depreciation 
- 

362 $ 30,000 2."$ $ 810 3.e $ 960 
3hb 340,000 3.0 10,200 4.0 1 3 , m  
365 2?0,000 2.3 6,670 2.8 8,120 

3.1 6,510 
3.6 1, 

365 210,000 2.6 5,460 
369 

3.4 1,360 
$32,350 

$25,550 9 $g60,000 = 2.7dp, composite rate A 
$32,350 + $g6O,OoO = 3,3%, composite rate B 

b. Shavinp effect of change i n  composition of functional plant 
group with reference t o  respective pmportions of cost i n  the 
various primar;v accounts: 

Depreciation Depreciation 
Account Rate Balance A Amount A Balance B Amwnt B ---. 

362 2.7% $ 30,m $ . 810 $2%oO0 $ 540 
375 13,125 
280,000 6,440 

364 3.5 340,000 =,SKx)  
365 2.3 290,000 6,670 

2.6 210 ,Ooo 5,460 125,000 3,250 
3.6 1.800 

368 
169 

$28,000 t $$O,Mx) P 2.%, composite rate A 
$28,995 + $g6o,oOe = 3.&, composite rate B 
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2. Calculating a ~ o p r p o ~ i t ~  rate for transportation equipaunt: 

Account 392 

Account 131 

2;ooo (b) 
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United States Department of Agriculture 
Rural Development 

.My 3, 2007 

Mr. Gary Joiner, Chairman 
Jackson Purchase Energy Corporation 
P.O. Box 4030 
Paducah, Kentucky 42002-4030 

Dear Mr. Joiner: 

We have completed the depreciation study of the Jackson Purchase Energy 
Corporation using historical data of the Corporation from January 1, 1939 
through December 31, 2006. The study was conducted jointly by the Rural 
Utilities Service (RUS) and staff from the Corporation. Please find a copy of the 
study enclosed. 

Two items were noted during the depreciation study field work which have a 
significant impact on depreciation rates. In a previous study, it was found that 
Corporation pe’rsonnel were not properly allocating labor between construction 
and retirement on their time sheets. This incorrect labor reporting had a 
significant impact on the depreciation reserves. Proper time reporting was 
discussed in detail with Corporation staff in July 2002 and the procedures were 
corrected. During a follow-up review of the labor reporting process in September 
2002, it was noted that the Corporation had made considerable improvement in 
labor reporting for those three months. However, during the current study, our 
review of labor reporting practices indicated that Corporation personnel reverted 
to the previous practices of recording labor. Therefore, this study relied on the 
actual, current labor reporting practices. Second, the Corporation uses a 
modified vintage system to maintain its Continuing Property Records (CPRs). 
Plant retired is priced on a first-in, first-out basis using the average price for each 
annual vintage of additions. The amounts in existence at March 1, 1989, the 
date of the conversion from assembly units to record units, are considered the 
first vintage. Once those amounts are completely retired, the remaining 1989 
amounts will be retired and then each yearly additions will be retired. Generally, 
RUS borrowers use a moving average of all years’ additions to price retirements 
rather than a vintage system. Both of these items should be monitored closely 
for their effects on depreciation rates and reserves. 

1400 Independence Ave, SW - Washington, DC 20250-0700 
Web: http:/IWWW rurdev usda gov 

Committed to the future of rural communities 

’USDA is an equal opportunity provider, employer and lender ’ 
To file a complaint of discrimination write USDA. Director, ORce of Civil Rights, Room 326-W Whitten Building, 14” and 

Independence Avenue, SW , Washington. DC 20250-9410 or call (202) 7205964 (voice or TDQ) 

http:/IWWW
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The Corporation may select from two alternatives for setting depreciation rates at 
its discretion. The first alternative is that the Corporation may use rates from 
within the range of rates contained in RUS Bulletin 183-1, Depreciation Rates 
and Procedures, issued October 28, 1977. No specific RUS approval is required 
for selecting rates from within the RUS range of rates. The second alternative is 
that the Corporation may adopt, in their entirety, the rates developed by this 
study. If neither of these alternatives is adopted, the Corporation should contact 
RUS as soon as possible. 

Based on the information provided in this study, RUS approves the depreciation 
rates for the primary plant accounts as detailed below: 

Annual 
Account Number Account Title Depreciation Rate 

362 Station Equipment 1.60% 

364 Pole Towers and Fixtures 4.31 % 

365 Overhead Conductor and Devices 3.59% 

366 Conduit 1.69% 

367 U/G Conductor and Devices 2.90% 

368 Line Transformers 

369 Services 

370 Meters 

5.31 Yo 
1.48% 

3.99% 
37 I Installations on Customers’ Premises 12.09% 

373 Street Lighting and Signal Systems 3.47% 

These rates are approved for a five year period beginning January 1,2007. If the 
Corporation wishes to continue to utilize depreciation rates that fall outside of 
RUS’ prescribed ranges of rates beyond the five year period, a revised 
depreciation study updating this information must be performed. 



Mr. Gary Joiner Exhibit H-4 

Page 3 of 29 
TEK-3 

If yorr kiwe any questions or if we can be of any further assistance, please 
eontacl me at (870) 424-7147. 

Sincerely, 

ANTHONY S. BUNCH 
Field Accountant 
Rural Development Utilities Programs 

Enclosure 

cc: 
Mr. G. Kelly Nuckols, PresidenuCEO 
Mr. Chuck Williamson, Vice-President-Finance & Administration 
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JACKSON PURCHASE ENERGY CORPORATION 
PADUCAH, KENTIJCKY 

(KENTUCKY 20 MCCRACKEN) 

DEPRIlECIATION STUDY 
DECEMBER 31,2006 

Performed By: 

Robert M. Benson 
Anthony S. Bunch 

Elizabeth M. Johnston 
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INTRODUCTION 

We have performed a depreciation study at Jackson Purchase Energy Corporation in 
Paducah, Kentucky (KY 20). This study was a joint effort between personnel of the 
Corporation and RIJS. The purpose of the study was: 

I .  To recommend appropriate depreciation rates based on estimates of average- 
life mortality characteristics and net salvage that will fully recover the cost of the 
property, adjusted for net salvage, over its estimated life. 

2. To determine the adequacy of the book reserve for depreciation at a point in 
time by comparing it with a theoretical reserve based on the same average lives, mortality 
characteristics, and net salvage as  used to determine the recommended depreciation rates. 

3. To determine, if necessary, some method to adjust the book reserve for past 
over or under-accruals as indicated by comparison with the theoretical depreciation 
reserve calculation. 

4. To review in detail the history, status, procedures, and policies of the 
Corporation’s depreciation functions, records, and operating techniques. 

Since there are many factors affecting estimates of depreciation rates and accrued 
depreciation and these factors are constantly changing, a depreciation study represents 
only the best judgment at the time the study is made. Actual results may vary from the 
forecasts and variations may be material. A review of depreciation should be made at 
least every five years so that the Corporation’s depreciation practices reflect these 
changes. 

2 
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SUMMARY 

The overall results of the study indicate a proposed change to depreciation rates that will 
increase annual depreciation expense by approximately $469,766, when compared to the 
rates used by the Corporation during 2006. These rates were implemented January 1, 
2002 as the result of a depreciation study conducted by RUS and KY20 personnel. The 
rates implemented in 2002 replaced rates implemented by order of the Kentucky Public 
Service Commission (PSC) in Case No. 2000-527. This order reversed a prior PSC order 
of May 6, 1998 which implemented much higher depreciation rates based on a previous 
depreciation study. 

Our study included a review of construction and retirement activity for distribution plant 
from inception (1 939) through December 3 1 , 2006. Prior to March 1989, the Corporation 
maintained its continuing property records (CPRs) on an assembly-unit basis. In March 
1989, the Corporation converted its CPRs to a record-unit basis. The record-unit basis of 
maintaining CPRs is in accordance with the ‘CJniform System of Accounts as issued by the 
Rural Utilities Service. The CPRs, having been maintained on an assembly-unit basis 
prior to March 1989, presented obstacles to conducting this study. There were 
considerably more units on the assembly-unit method and the conversion to record ilnits 
sometimes resulted in several different record units from a single assembly unit. 
Additionally, at the time the conversion was made, dollar amounts were transferred 
among certain distribution plant accounts. Because of the complexity of the conversion 
of the assembly-unit method to record units, it was decided to perform this study as a 
combination of both the dollar method and unit method. Either of these conventions is 
accepted for depreciation studies. 

General ledgers were available from 1939 for each individual plant account. Dollar 
additions and retirements data were collected from the general ledgers for use in the 
study. Additions and retirements on a unit basis were available from the CPRs back to 
1939 for most items. This was on both an assembly-unit and record-unit basis. For those 
items that converted directly from assembly units to record units, the unit data was used 
in this study. For those other items that did not convert so readily, the dollar method was 
utilized. 

The Corporation presently prices retirements using a first-in first-out vintage system 
where the items in service at March 1, 1989, the time of the conversion to record units, 
are considered the first vintage. Once all items from the pre-March 1989 era are retired, 
then the remaining year 1989 vintage will be retired and then each subsequent year 
additions will be retired. Although the Corporation is maintaining CPRs on a vintage 
basis for additions, no association of retirements is made to the year installed. Therefore, 

3 
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the Corporation does not have true vintage property records. This retirement pricing 
method results in less dollars being retired for current retirements than most other RUS 
borrowers that use the current moving average cost method for pricing retirements. This 
first-in first-out vintage method of pricing retirements results in a higher negative net 
salvage as a percentage of plant retired than the moving average method would and, 
therefore, higher depreciation rates. 

This study was performed utilizing the “Iowa Type Survivor Curves”. These curves are 
frequently used by utilities for analyzing depreciation of property recorded on a mass unit 
basis. The curves analyze the life of mass property accounted for on the vintage basis. 
Vintage accounting is a system where plant is accounted for by year of installation and its 
life is identified as such through retirement. Since vintage accounting is not required by 
the uniform system of accounts, this type of record was not maintained for the mass plant 
items. Our study therefore used the technique of creating simulated plant records on a 
vintage basis. 

The computer program that was utilized incorporates the Simulated Plant Record (SPR) 
method of analyzing data. Studies have shown that mass property kept on a vintage 
record basis generally fits the pattern of one of 3 1 Iowa survivor curves. Through 
additional studies it has been shown that, if plant is retired but not recorded on a vintage 
basis, it would still follow the pattern of one of these 31 curves. The SPR method of 
analyzing data tests the additions, retirements, and plant balances for each year to fit the 
data to the best cime for analysis. 

The study of depreciation also utilizes the estimates of net salvage for the primary plant 
accounts. Net salvage is the result of combining salvage received for plant removed from 
service and the cost of removal. The Corporation maintains depreciation reserves for 
each of its distribution plant accounts. To calculate the net salvage percentages used in 
the depreciation study, an analysis of the RIJS Form 7, Financial and Statistical Report, 
was made for the period 1989 through 2006. As a supplement to the RUS Form 7, the 
Corporation maintains detailed plant account and reserve data for the Kentucky Public 
Service Commission. This data was used along with the RTJS Form 7 data. However, 
based on the Corporation’s FIFO vintage CPRs and its method of recording and 
accounting for labor, the determination was made that the calculated net salvage 
percentages resulted in inappropriate depreciation rates. Generally the net salvage 
component of depreciation is derived by dividing the salvage estimate by the respective 
plant balance. However, two problems are noted in applying this methodology in Jackson 
Purchase’s case and these problems would result in inaccurate depreciation rates and 
improper allocation of costs. The first problem is the Corporation’s use of its hybrid 
FIFOhintage method of pricing retirements. The second problem is its practices of time 
reporting and resulting accounting for labor associated with capitalized projects and costs 

4 
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of removal. Therefore, for the purposes of this study and developing depreciation rates 
that reflect a proper allocation of costs for Jackson Purchase, techniques were developed 
to calculate the net salvage percentages which result in the most appropriate measure of 
depreciation. (Refer to Exhibit R, Net Salvage Study.) 

The prior depreciation study net salvage percentages were ad,justed due to the fact that 
labor allocations between construction and retirement were not proper. The Corporation 
was overallocating time to cost of removal on the basis of what appeared to be arbitrary 
allocation of time between construction and removal. Prior to completion of the 2002 
study, the Corporation was requested to maintain specific detail of time by the outside 
crews on the time sheets and this was done for latest period. At the conclusion of the test 
period, it was determined that the Corporation had changed its labor reporting to result in 
a proper allocation of labor between construction and retirement. Net salvage 
percentages were adjusted to reflect the proper allocation of labor between construction 
and retirement. This resulted in a substantial decrease in the annual depreciation accrual. 
However, during the current study, an analysis of the depreciation reserve and labor 
reporting during the time period from 2002 through 2006 indicated that in fact the time 
reporting changes initiated during our last visit in 2002 to correct labor reporting was in 
fact short lived and not maintained through 2006. Time reporting reverted to an arbitrary 
percentage allocation. Thus, the actual results of the current net salvage study, which was 
calculated based on actual cost of removal, salvage, and original cost of plant retired, 
resulted in high negative net salvage percentages. The current net salvage component is 
based on the time reporting practices currently in use. As time reporting has a significant 
effect on the value of plant and depreciation rates, the Corporation should take steps to 
improve its time reporting practices. 

Due to the fact that in hture years, plant retired will be priced at higher prices, because of 
the hybrid FIFO vintage method, adjustments were made to the net salvage study to more 
properly reflect the expected results in the upcoming years. Our estimate for net salvage 
is a composite percentage based on the relative expected cost to remove each vintage. 
This methodology will need to be closely reviewed and adjusted as necessary in future 
depreciation studies. 

For this study we utilized the whole life technique. The whole-life technique bases the 
depreciation rate on the estimated average service life of the plant category. Whole-life 
depreciation results in the allocation of a gross plant base over the total life of the 
investment. To the extent that the estimated average service life or net salvage 
assumption assigned turns out to be incorrect, the whole-life technique will result in a 
depreciation reserve imbalance. However, when a depreciation reserve excess or 
deficiency is reasonably certain, the whole-life technique may be modified to include an 
adjustment to the accrual rate designed to eliminate the reserve imbalance in the future. 

5 
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Thus, when utilizing the whole-life method of accounting for depreciation, it is necessary 
to determine the adequacy of the depreciation reserve for each account. (Refer to Exhibit 
Cy Comparison of Computer Calculated Depreciation Reserve to Actual Book Reserve.) 

The depreciation reserve maintained by the Corporation as of December 3 1 , 2006 was on 
an account level. The Kentucky Public Service Commission requires that an individual 
depreciation reserve be maintained for each plant account. This was not always the case 
for the Corporation and, when individual depreciation reserves were established, it was 
accomplished based on a percentage of the plant account balance at the time. (Refer to 
Exhibit D, Computed Annual Depreciation Rate for Property Group.) 

By simulating the plant balances and the depreciation reserve and allocating the net salvage, 
we were able to develop the average plant lives and calculate the plant balances, reserve 
balances, and annual depreciation accruals for distribution assets in service. 

The most likely retirement patterns and average service lives were developed based on 
the SPR analysis. This information was then analyzed for appropriateness and a curve 
and service life were selected for each account. (Refer to Exhibit A, SPR Results.) 

The simulated plant method indicated that for the year ended December 3 1,2006 the 
annual composite depreciation rate for distribution plant should be 3.69% and the 
depreciation reserve should be $33,278,723. The Corporation’s present composite rate 
for distribution plant is 3.25% and the depreciation reserve for distribution plant per the 
books at December 3 1,2006 was $28,496,721. 

The Cooperative’s total current annual depreciation expense accrual for distribution plant is 
$3,147,142. The proposed rates would yield an annual depreciation accrual of $3,616,908, or 
$469,766 more than the current rate. 

Following is a summary of the proposed composite depreciation rates, current rates and 
the R1JS recommended maximum and minimum rates for distribution plant: 

6 
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Plant Account 

Distribution 
362 Substations 
364 Poles Towers and Fixtures 
365 O/H Conductor and Devices 
366 Conduit 
367 7J/G Conductor and Devices 
368 Line Transformers 
369 Services 
370 Meters 
37 1 Installation on Customer’s Premises 
372 Leased Property 
373 Street Lights 

Proposed Current RUS 
&I& Low High 

1.60% 
4.3 1 y o  
3.59% 
1.69% 
2.90% 
5.31% 
1.48% 
3.99% 

12.09% 
0.00% 
3.47% 

1.53% 
4.19% 
3.47% 
1.77% 
3.19% 
2.75% 
2.23% 
4.34% 
6.42% 
10.00% 
1.44% 

2.7 3.2 
3.0 4.0 
2.3 2.8 
1.8 2.3 
2.4 2.9 
2.6 3.1 
3.1 3.6 
2.9 3.4 
3.9 4.4 
3.6 4.1 
3.8 4.3 

1. The “Proposed” rates are the rates determined fiom this depreciation study. 

2. The b‘Current” rates are those currently in effect at the Corporation as of the date of 
this study. These rates were implemented January 1 , 2001 resulting fiom the prior 
depreciation study conducted by RTJS and KY20. 

3. The RIJS “High and Low” ranges of rates are those included in RTJS Bulletin 183-1 , 
Depreciation Rates and Procedures. As per the Bulletin, rates may be selected from 
within the range of rates without prior RUS approval. The bulletin, however, also 
provides for rates higher or lower than those in the range when supported by an RUS 
approved depreciation study. 

As noted above, the whole-life technique was used for allocating the gross cost of plant 
over the estimated useful life. To the extent the previous estimates of average life, 
salvage, or cost of removal were incorrect, this would cause an imbalance in the 
accumulated depreciation reserve. The theoretical reserve balance was, therefore, 
compared to the actual recorded reserve balance. The reserve imbalance at December 3 1 , 
2006 was $4,782,002. The differences between the book reserves and the theoretical 
reserves are being amortized over the remaining useful life by hct ional  groups. The 
amortization of the reserve imbalances over the remaining lives of the plant was included 
in the proposed depreciation rates. (Refer to Exhibit C, Comparison of Computer 
Calculated Depreciation Reserve to Actual Book Reserve, and Exhibit D, Computed 
Annual Depreciation Rate for Property Group.) 
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The stxdy findings are based on many factors and assumptions that were discussed with 
the Corporation’s personnel during our visit. Any changes in the assumptions could 
significantly impact the results of the study findings. In the future, as plant is added and 
retired and methods and technology change, appropriate revisions to the study findings 
may be necessary. The Corporation should consider the effects of such changes on an 
ongoing basis. 

8 
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ANALYSIS OF DISTRIBUTION ACCOUNTS: 

(Note: During the study it was necessary to merge accounts with minimal activity but 
with similar life characteristics in order to get statistically valid results. Such accounts 
are listed below with multiple descriptions following a single account number.) 

Account 362 - Substations 

The account has a plant balance of $12,008,367.10, which is 12.23% of total distribution 
plant as of December 3 1 , 2006. 

Using the simulated plant method with the Iowa curves, the average service life of assets 
within Account 362, Substations, is 42 years. The specific curve selection can be found 
in Exhibit A. The composite depreciation rate was calculated to be 1.60% compared to 
the current composite rate of 1.53%. 

The proposed rate of 1.60% would yield a depreciation expense of $1 92,05 1.12. The 
current rate of 1.53% yields a depreciation expense of $1 83,728.02 for an increase in 
annual depreciation expense for this account of $8,323.10. 

The estimated net salvage for this account is positive 27.38 percent. A positive net 
salvage is the result of the salvage value of retired assets exceeding the cost of removing 
them. The net salvage percentage was derived through an analysis of both gross salvage 
and cost of removal for a five-year period ending December 3 1 , 2006. (See Exhibit B for 
complete details.) 

Account 364 - Poles, Towers and Fixtures 

The account has a plant balance of $28,486,552.14, which is 29.02% of total distribution 
plant as'of December 3 1 , 2006. 

Description 
364.1 Poles 
364.2 Anchors & Guys 
364.3 Crossarms 

Value YO of Account 
$1 8,471,716.24 64.84% 

5,647,8 12.7 1 19.83% 
4,367,023.19 15.33% 

Totals $28,486,552.14 100.00% 
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7.Jsing the simulated plant method with the lowa curves, the average service life of assets 
witbjn Account 364, Poles Towers and Fixtures, is 36 years. For this account, unit data 
for both poles and anchors & guys was utilized to obtain the optimization calculations. ln 
addition, the dollar-unit basis was utilized to obtain optimization calculations for account 
364 as a whole (which included poles, anchor guys, and crossarms.) Based on the results 
of these calculations, it was determined that the curve and life selection generated by the 
pole analysis on a unit basis yielded the most valid results. This curve and life was then 
applied to the entire account on a dollar basis. As noted above, the poles units constitute 
64.84 percent of account 364. The anchor guy units, which represent 19.83 percent of the 
account, had a similar result to the poles. Therefore, the curve and life selection were 
applied to the overall account. The composite depreciation rate was calculated to be 
4.3 I YO compared to the current composite rate of 4.19%. 

The proposed rate of 4.3 1 % would yield a depreciation expense of $1,228,878.55. 
The current rate of 4.19% yields a depreciation expense of $1,193,586.53 for an increase 
in annual depreciation expense for this account of $35,292.01. 

The estimated net salvage for assets within this account is negative 49.17 percent. A 
negative salvage rate is the result of the cost of removal exceeding the salvage. The net 
salvage percentage was derived through an analysis of both gross salvage and cost of 
removal for a ten-year period ending December 3 1,2006. The net salvage percentage 
was adjusted to reflect the effect of the FIFO vintage method of maintaining CPRs. (See 
Exhibit B for complete details.) 

The Corporation had an unusual situation in 1989-1 990 when it purchased and installed 
approximately 4,000 poles that were of a poor quality and had to be replaced within a 
very short period of time. Owing to this unusual one-time event, data for both dollars and 
units relative to these poles were deleted from both additions and retirements during 1991 
through 1995 for purposes of the study. 
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Account 365 - Overhead Conductors and Devices 

The account has a plant balance of $1 7,054,966.32, which is 17.37% of total distribution 
plant as of December 3 I , 2006. 

Description Value YO of Account 

365.1 Copper wire $145,453.44 
365.2 Aluminum wire 1 1,064,150.23 
365.3 Grounds 1,717,982.1 1 
365.4 Insulator strings 1,928,239.42 
365.5 Switches 1,3 17,229.37 
365.6 Cutouts and arresters 881,911.75 

0.85% 
64.8 7% 
10.07% 
11.31% 
7.72% 
5.17% 

Totals $1 7,054,966.32 100.00% 

IJsing the simulated plant method with the Iowa curves, the average service lives of assets 
within Account 365, Overhead Conductors and Devices, range from 25 years to 47 years. 
The specific curve selection for each account listed above can be found in Exhibit A. The 
composite depreciation rate was calculated to be 3.59% compared to the current 
composite rate of 3.47%. 

The proposed rate of 3.59% would yield a depreciation expense of $612,166.89. The 
current rate of 3.47% yields a depreciation expense of $591,807.33 for an increase in 
annual depreciation expense for this account of $20,359.56. 

The estimated net salvage for assets within this account is negative 33 percent. A negative 
salvage rate is the result of the cost of removal exceeding the salvage. The net salvage 
percentage was derived through an analysis of both gross salvage and cost of removal for 
a ten-year period ending December 3 1 , 2006. The net salvage percentage was adjusted to 
reflect the effect of the FIFO vintage method of maintaining CPRs. (See Exhibit I3 for 
complete details.) 

The Corporation serves approximately 28,000 customers and has approximately 3,000 
miles of line which is a mixture of 1 -phase and 3-phase. About 500 customers are added 
annually. The wire is predominantly ACSR as indicated by the above totals. The current 
work plan indicates that approximately 500 miles of copper wire and 500 miles of #I4 
ACSR will be replaced in the next 4 years. 
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Account 366 - Conduit 

The account has a plant balance of $4,106,734.85, which is 4.18% of total distribution 
plant as of December 3 1,2006. 

Description Value % of Account 

366.1 Conduit $3,848,148.05 93.70% 
366.2 Enclosures and covers 258,586.80 6.30% 

Totals $4,106,734.85 100.00% 

IJsing the simulated plant method with the Iowa curves, the average service life of assets 
included in Account 366, Conduit, is 58 years. The specific curve selection for each 
account listed above can be found in Exhibit A. The composite depreciation rate was 
calculated to be 1.69% compared to the current composite rate of 1.77% 

The proposed rate of 1.69% would yield a depreciation expense of $69,280.71. The 
current rate of 1.77% yields a depreciation expense of $72,689.21. This gives a decrease 
in depreciation expense for this account of $3,408.49 per year. 

The net salvage for this account is negative 2.60%. A negative net salvage is the result of 
the cost of removal exceeding the salvage value of retired plant. The net salvage 
percentage was derived through an analysis of both g~oss salvage and cost of removal for 
a ten-year period ending December 3 1,2006. The net salvage percentage was adjusted to 
reflect the effects of the FIFO vintage method of maintaining CPRs. (Ftefer to Exhibit B 
for an analysis of net salvage.) 
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Account 367 - Underground Conductors and Devices 

The account has a plant balance of $9,423,486.53, which is 9.60% of total distribution 
plant as of December 3 1 , 2006. 

Description Value % of Account 

367.1 Cable $5,846,080.62 
367.2 Termination 1,748,371.48 
367.3 Switching Equipment 817,647.07 
367.4 Pads 1,011,367.36 
367.5 Conduit riser 0.00 

62.04% 

8.68% 
10.73% 
0.00% 

18.55% 

__I_- 

Totals $9,423,466.5 3 100.00% 

Using the simulated plant method with the Iowa curves, the average service lives of assets 
included in Account 367, Underground Conductors and Devices, range from 25 to 35 
years. The specific curve selection for each account listed above can be found in Exhibit 
A. The composite depreciation rate was calculated to be 2.90% compared to the current 
composite rate of 3.19% 

The proposed rate of 2.90% would yield a depreciation expense of $273,215.99. The 
current rate of 3.19% yields a depreciation expense of $300,608.58. This gives a decrease 
in depreciation expense for this account of $27,392.59 per year. 

The net salvage for this account is negative 2.40%. A negative net salvage is the result of 
the cost of removal exceeding the salvage value of retired plant. The net salvage 
percentage was adjusted to reflect the eEects of the FIFO vintage method of maintaining 
CPRs. (Refer to Exhibit B for an analysis of net salvage.) 

The majority of the old specification (old spec) underground cable that has caused the 
Corporation problems has been replaced with new jacketed cable. Any remaining old 
spec cable will be replaced in the near kture. At this time, the reserve appears to be 
sufficient to cover this replacement but should be monitored as the replacement program 
proceeds. 

Account 367.5, conduit riser, balance was moved to account 366. 
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Account 368 - Line Transformers 

This account has a plant balance of $15,623,839.04, which is 15.92% of total distribution 
plant as of December 3 1,2006. 

Description Value O h  of Account 

368.1 Transformers $1 3,329,066.81 85.31% 
368.2 Cutouts and arresters 1,928,406.42 12.34% 
368.3 Capacitors 62,176.06 0.40% 

304,189.75 1 .95% 368.4 Regulators 

Totals $1 5,623,839.04 100.00% 

Using the simulated plant method with the Iowa curves, the average service life of assets 
in Account 368, Line Transformers, is 38 years. For purposes of the depreciation study, 
the model was run on this account entirely on a dollars basis. The specific curve selection 
for the account can be found in Exhibit A. The composite depreciation rate was 
calculated to be 5.3 1 % compared to the current composite rate of 2.75%. 

The proposed rate of 5.3 1% would yield a depreciation expense of $829,658.1 8. The 
current rate of 2.75% yields a depreciation expense of $429,6557 for an increase in 
annual depreciation expense for this account of $400,002.61. 

The estimated net salvage for this account is negative 58.49%. A negative net salvage 
rate is the result of the cost of removal exceeding the salvage value of retired plant. The 
net salvage percentage was adjusted to reflect the effects of the FIFO vintage method of 
maintaining CPRs. (Refer to Exhibit B for an analysis of net salvage.) 

The Corporation accounts for the retirement of transformers differently than most rural 
electric cooperatives. As special equipment items, only the initial installation is 
capitalized. Subsequent retirements and installations are charged to expense. However, 
the Corporation records an entry transferring an amount from expense to the depreciation 
reserve when a transformer is permanently removed from service. Very few rural electric 
cooperatives record this journal entry. Although this entry results in a more proper 
accounting for the removal of plant, it does result in a substantially higher cost of removal 
and thus a higher net salvage percent. The higher net salvage percent results in much 
higher depreciation rates for this account. 

14 
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The Corporation purchases line transformers using a least-loss evaluation criteria. An 
effort is being made to more efficiently manage transformer loading by changing out 
transformers that are over- or under-sized for their current load. 

Account 369 - Services 

The account has a plant balance of $6,468,810.85, which is 6.59% of total distribution 
plant as of December 3 1,2006. 

Description Value % of Account 

369.1 Overhead Services $1,643,334.31 25.40% 
369.2 Underground Services 4,825,476.54 74.60% 

Totals $6,468,810.85 100.00% 

Using the simulated plant method with the Iowa curves, the average service life of assets 
in Account 369, Services, is 40 years for overhead and 55 years for underground. The 
specific curve selection for each account listed above can be faund in Exhibit A. The 
composite depreciation rate was calculated to be 1.48% compared to the current 
composite rate of 2.23%. 

The proposed rate of 1.48% would yield a depreciation expense of $95,83 9.33. The 
current rate of 2.23% yields a depreciation expense of $144,254.48 for a decrease in 
annual depreciation expense for this account of $48,435.15. 

The estimated net salvage is a negative 32.63% for the overhead service and 0% for 
underground services.. A negative net salvage rate is the result of the salvage value of 
retired plant being less than the cost of removal. Zero is used for underground since the 
cable is abandoned in the ground. (Refer to Exhibit E3 for an analysis of net salvage.) 
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Account 370 - Meters 

The account has a plant balance of $2,934,243.34 which is 2.99% of total distribution 
plant as of December 3 1,2006. 

Description Value % of Account 

370.1 Meters 
370.2 Sockets 

$1,792,432.32 
1 ,I 41.8 1 1.02 - 

61.09% 
3 8.9 1 % 

Totals $2,934,243.34 100.00% 

Using the simulated plant method with the Iowa curves, the average service life of assets 
in this account is 28 years. The specific curve selection for the account can be found in 
Exhibit A. The composite depreciation rate was calculated to be 3.99% compared to the 
current composite rate of 4.34%. 

The proposed rate of 3.99% would yield a depreciation expense of $1 17,020.39. The 
current rate of 4.34% yields a depreciation expense of $127,346.16 for a decrease in 
annual depreciation expense for this account of $10,325.77. 

The estimated net salvage for this account is projected to be a negative 6.8 1 YO. Although 
meters are special equipment items that do not have a cost of removal charged to the 
depreciation reserve, a small amount is charged to the depreciation reserve for non special 
equipment items maintained in this account. Also, Corporation accounting for meters is 
similar to that of transformers in that an amount is transferred from expense to the 
depreciation reserve when a meter is retired for the final time. (Refer to Exhibit B for an 
analysis of net salvage.) 

The Corporation is in the early stages of implementing an automatic meter reading 
system. The implementation of such a system could have a substantial impact on the 
depreciation rates for this account. This situation should be monitored very closely in the 
fbture and rates should be adjusted to reflect the implementation of the automatic meter 
reading system, if necessary. 
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Account 371 - Installation on Customer’s Premises 

The account has a balance of $1,484,793.67, which is 1 -5 1 % of total distribution plant as 
of December 3 1 2006. 

Description 

371.1 Security lights 
37 1.2 Generator 

Value % of Account 

$1,399,605.27 
85,188.40 

$1,484,793.67 1 00 .OO% 

Using the simulated plant method with the Iowa curves, the average service life of the 
assets in this account is 24 years. The specific curve selection for this account can be 
found in Exhibit A. The composite depreciation rate was calculated to be 12.09% 
compared to the current composite rate of 6.42%. 

The proposed rate of 12.09% would yield a depreciation expense of $179,450.43. The 
current rate of 6.42% yields a depreciation expense of $95,323.75 for an increase in 
annual depreciation expense for this account of $84,126.67. 

The estimated net salvage for this account was determined to be negative 90.42%. This 
results from cost of removal of these items exceeding the salvage value of the retired 
items. The net salvage percentage was adjusted to reflect the effects of the FIFO vintage 
method of maintaining CPRs. (Refer to Exhibit B for an analysis of net salvage.) 

This account includes only security lights installed on customers’ premises and excludes 
the poles and wire associated with the security lights. The poles and wire are included in 
accounts 364 and 365, respectively. The security lights include both mercury vapor and 
high-pressure sodium with no problems being experienced with either type. 

The generator included in this account is the one from account 372 in the prior study. 
This item was moved to this account during the current study period along with the 
related accumulated depreciation. 

There is a substantial increase in the depreciation rate for this account. The net salvage 
study resulted in a much higher negative amount due to the fact that the price of the 
security lights for the vintages subsequent to 1989 are lower. The fact that the price of 
security lights has decreased over the years means that the net salvage percent will 
increase as these lower priced lights are retired. 
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Account 372 - Leased Property 

This account has a balance of $1,047.60. The only items in this account are some 
temporary services. The depreciation reserve, per the Corporation’s general ledger for 
this account, is a negative $1 01,973. This resulted from the retirement of temporary 
services which were previously included in this account. On Schedule C, this deficiency 
was taken from Account 369 since this account was siE7Lificantly over-depreciated. The 
balances in this account for both plant and accumulated depreciation should be moved to 
account 369 and the related depreciation reserve. That will result in the balances for 
account 372 being zero. 

Account 373 -- Street Lights 

The account has a plant balance of $558,137.96, which is .57% of total distribution plant 
as of December 3 1 , 2006. 

Description Value % of Account 

373.1 Street lights $558,137.96 100.00% 

IJsing the simulated plant method With the Iowa curves, the average service life of assets 
in this account is 42 years. The specific curve selection for the account can be found in 
Exhibit A. The composite depreciation rate was calculated to be 3.47% compared to the 
current composite rate of 1.44%. 

The proposed rate of 3.47% would yield a depreciation expense of $1 9,365.96. The 
current rate of 1.44% yields a depreciation expense of $8,037.19 for an increase in annual 
depreciation expense for this account of $1 1,328.78. 

The estimated net salvage for this account is projected to be a negative 36.06%. A 
negative net salvage results when the cost of removing the plant exceeds the gross salvage 
of the retired plant. The net salvage percentage was adjusted to reflect the effects of the 
FIFO vintage method of maintaining CPRs. (Refer to Exhibit B for an analysis of net 
salvage.) 
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Exhibit * Jackson Purchase Energy Corporation 

SPR Results 
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low. AvaraaeServlc e CmO0s)te Net Salvaae Conformance Retlrement 
Curve UfeYtsrs  RemalnlnuLHe - Index Exper. Index 

Distribution Plant: 

362.1 

364.1 

365.1 
365.2 
365.3 
365.4 
365.5 
365.6 

366.1 
366.2 

367.1 
367.2 
367.3 
367.4 
367.5 

368.1 

369.1 
369.2 

370.1 

371.1 

372.1 

373.1 

Substations 

Poles, Towers 8 Fixtures 

Copper Wire 
Aluminum Wire 
Grounds 
Insulator Strings 
Swltches 
Cutouts and Arresters 

Conduit 
Covers 

Cable 
Terminators 
Switching Equipment 
Pads 
Conduit Risers 

34 

28 

16 
30 
26 
14 
16 
15 

54 
53 

25 
22 
14 
28 

37 52 

14 82 

23 53 
I O  57 
45 50 
15 91 
42 77 

73 80 

81 92 

83 54 
63 90 
80 56 
100 00 
90 65 

L O  42 

L O  38 

LO 35 
L1 47 
L O  37 
L3 28 
S 1.5 30 

25 

sc 58 
sc 58 

SI 35 

R 4  25 
R1 35 

R 1  28 

18 38 
0 37 

107 87 
53 79 
38 12 
81 30 

30 70 
20 30 

58 13 
65.00 
100 OD 
49 19 

Moved to account 366 1, conduit 

S R 1 5  38 

S L O  40 
S R 2 5  55 

S R 2 5  28 

S S C  24 

Moved lo account 371 1 

S R 2  42 

25 Transformers (58 49) 

(32.63) 
0 00 

(6 81) 

(90 42) 

63 53 89 13 

OW Services 
1JlG Services 

Meters 

Security Lights 

Leased Property 

Street Lights 

23 
42 

14 

12 26 
58 62 

91.42 
18 51 

18 26 100.00 

14 13 45 94 80 

33 (3606) 51 57 84 06 
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Cornparsion of Computer Calculated Depreciation 
Reserve (Including Net Salvage) to Actual Book Reserve 

Account 
Number Propertv Group Name 

DIstributJon Plant: 

362.1 

364.1 

366.1 
365.2 
365..3 
365d 
365.5 
366.6 

366.1 
366.2 

367.1 
367.2 
367.3 
367.4 
367.5 

368.1 

369.1 
369.2 

370.1 

371.1 
371.2 

372.1 

373.1 

Substatlons 

Polas, Towers L Flxturea 

Copperwire 
Aluminum Wlre 
Gmunds 
insulator String 
Switches 
Cutouts and Anesters 

Condult 
Coven, 

Cable 
Terminators 
Swttchlng Equlpment 
Pads 
Condult Risen 

Transfonnen 

OM sswices - Wlre 1I 
U/G Services - Wlm 

Meters B Equlpment 

Llght8 
Generator 21 

LeasedProperly I/ 21 

Street Llghts 

Computer 
Calcul.ted 
!?.E.em 

$665.415 46 

11,996,242 93 

367.803 41 
3.847.741 10 

328.413 72 
1,002,647 85 

772,564 54 
282,211 52 

374.210 04 
83,425 24 

1,012,152.18 
386,572 11 
363.003 68 
136,045 Mi 

8,165.323 95 

251,452 50 
370,749 42 

1,210,639 37 

1,527,396 90 

144,711 77 

- Book 
J?S!Em2 

$1,264,923 01 

10,628.841 71 

5.642.593 18 

652.016 38 

2,448,410 75 

3,610,938 32 

2.313.895 09 

1,163,276 09 

628.183 82 
40.506 27 

103,136 37 

DiffersnCe Commits_ Amwtlzatlon 
Computer Remalnlnp qf R w r q  
.IEE!z& lExctlasyDenclencv 

($599.507 55) 

1,367,401 22 

958.788 96 

(194,381 10) 

(560,637 72) 

4,554,385 63 

(1,691,69317) 

47,363 28 

858.706 81 

000 

41,575 40 

34 ($17.575 71) 

28 48,506 61 

26 

54 

24 

25 

37 

14 

14 

36.881 02 

(3,617.38) 

(23,819 85) 

179,731 “08 

(45.771 99) 

3,467 30 

61,644 42 

33 1,241 80 

$33,278,722.75 $28,496,720.99 $4,782.oO1.76 $240,68719 

I /  The 8ctual scaKnulated pmvision fw dcprecJ&m for A a w n l 3 6 9 ,  Senice5. amounted to $2,415.868 34 at 12/31/06. Fw purposes of this shrdy. 
the negatiie accumulated provision for depreciation of $101,973 25 in Account 372, L e a d  Property on Customers’ Premises. was redassfied to the 
accumulated provislon for depred8I.m tor Acaxlnt 369. Also for purposes of this study, the $1,047 60 asset balance in Accwnt 372 was reclassified 
to Account 369 Except for a standby generator (see 21 below) located on a customer‘s premises. Account 372 was being used to accovnt tw 
temporary ssnn’ce assets Thus. WB eleded lo allocete the nwt-standby generator asset and negative accumulated depredetion balances in Account 372 
to Account 369 fw purposes d this study. 

21 The adual accumulated provision for depredation for Account 371, Installatiis on Customer Premises, mounts to $668,690 09. Of this amount. 
$85.188 40 pertsins to a standby generator installed on a aslornet3 premises in December 1999 and the balance oftha Bccount represents the investment 
in security lights In February 2005, the cosf ofthe standby generator ($85,188.40) was reclassified hwn Account 372 lo Account 371 and the lrrsociated 
aarcmulaled depreciation ($30.023 @4) was transfwred from Acmunt 108 672 lo Account 108.671. raspedlvely An additional $10.482.43 of 
depreciatlon was amued on Ihe standby gemrator from February 2055 thnwgh Decwnber 2006 i m s i n g  the auxAnuleted deprecistlon on tht 
standby gonerator to $40,506 27 Using ttw m n t  annual depreciatkx, rate of 6.42% for all as8els in Accwnt 371, it will take SligMly in exrzs5 
of 8 years to fully depredate the generator Thus, the generator is  expeded lo have a total estimated service Me of 15 years 
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&&7&p! Account 
m!@!!z and PropwN G mup 

362.1 Substation8 

364 1 

365.1 CopperWlre 
3852 AhmrinumWIre 
365.3 Grounds 
365.4 Insulator SMngti 
365.5 Swmhea 
365.6 Cutouts and Amesters 

Poles, Town IL FMum 

Subtotal A c c t  366 

368.1 condun 
366.2 C w e n  

Suwotal A t c t  366 

367.1 URD - Cable 
3872 Tsmrln.tMs 
367.3 Sw#chingEqulpmml 

367.5 Condult R l s w s  
367.4 ~nrstsrsap* 

Subtotal Aect 387 

368.1 Trsnshmnen, 

369.1 ORIswvlCts 
369.2 UIGServkas 

subtoes1 Acd. 369 

370.1 Hoten  

371.1 S w W y  Qhta 

372.1 CearedProperty 

373.1 strest Ughtr 

Total Mstrbutian Plant 

Compvted Annual Depreclatfon Race for Property Group 

&lulrtbtJon 
- CPR Net csmrwred i?e- istivn DePrrd.tlon ot R e ~ $ m  cwnwdte 

Ba$rxa & S a n r k e U t a m  !s!rm%! m--m CY m. 
$12 008,367 10 27 38% 41 6 1 75% $209.626 83 ($17,575 71) 1 60% 

28.486.552 14 -49 17% 36 4 14% 1,180,371 94 48.508 61 4 31% 

145,45344 -3300% 349 381% 5,54307 
11,064,15023 -3300% 47 4 2 81% 310,449 78 

1,717,98211 -3300% 369 360% 61,921 85 
1,928.239 42 -33 00% 27 8 478% 92,25030 
1.31 7,229 37 -33 00% 301  442% 58,20316 

- 881.911 76 -330096 - 25 5 32% 48.917.71 - 
17,054,966 32 575,285 87 38,881.02 3 59% 

3,848.148 05 -2 60% 57 8 178% 88.30796 
1.78% 4,560.14 57.8 258,586.80 -2.80% -. 

4,108.734 85 72,898 10 (3,617 38) 189% 

5,848,08063 -2 40% 
1,748.371 48 -2.40% 

817,647 07 -2 40% 
1,011,367 36 -2 40% 

353 2 80% 169.586.02 
28 366% 63.940.44 

4 10% 33.490.82 
34.5 297% 30,01856 
25 

- 
9,423,466 54 297,035 84 (23.819 85) 2 80% 

15,623,838 04 -58 49% 38 1 4 16% 849,927 10 179.731 08 5 31% 

1,643,334 31 -32 63% 40 332% 54,48885 
4,825,476.54 0.00% 55.4 1.81% 87.102.46 
6.488.810 85 141.591 32 (45,771 99) 148% 

2,934,243 34 -6 81% 27 6 3 87% 113.553 09 3.46730 399% 

1,94.793 87 -90 42% 24 79386 117.80800 61.844.42 1208% 

1,04760 000% 

558,13796 -3606% 41 9 3 25% 18.124 16 1,241 60 3 47% 

$98,150,959.41 33,376.220.26 $240,88729 3 69% 
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SUMMARY OF REMAINING LIVES 
Composite 

Rem. Life x Rem. Life 
Investment by Account 

Account Account Composite Gross 
Number - Title Remaining Life Investment 

Distribution Plant: 

362.1 Substations 34 $12,008,367.10 $409,605,401 78 34 

28 28 28,486,552.14 803,035,904.83 364.1 Poles, Towet3 8 Fixtures 

365.1 Copper Wire 
365.2 Aluminum Wire 
365.3 Grounds 
365.4 Insulator Strings 
365.5 Switches 
365.6 Cutouts and Arresters 

Total Account 365 

16 
30 
26 
14 
16 
15 

145,453.44 2,369,436.54 
11,064,150.23 336,571,450.00 
1,717,982.1 1 44,272,398.97 
1,928,239.42 26,146,926.54 
1,317,229.37 20,785,879.46 

881,911.75 13,228,676.25 
17,054,966.32 443,374,767.75 26 

5) 

366.5 Conduit 
366.6 Covers 

Total Account 366 

54 
53 

3,848,148.09 206,953,402.1 3 
258,586.80 13,723,201 -48 

4,106,734.85 220,676,603.61 

367.1 Cable 
367.2 Terminators 
367.3 Swltching Equipment 
367.4 Pads 
367.5 Conduit Risers 

Total Account 367 

25 
22 
14 
28 
0 

5,846,080.63 144,047,426.72 
1,748,371.48 38,289,335.41 

8 I 7,647.07 11,201,764.86 
1,011,367.36 28,257,604.04 

0.00 0.00 
9,423,466.54 221,796,131.03 24 

25 368.1 Transformers 25 15,623,839.04 395,908,081.27 

369.1 OIH Services 
369.2 UIG Services 

Total Account 369 

23 
42 

1,643,334.31 37,714,522.41 
4,82 5,476.54 201,367,136.01 
6,468,810.85 239,081,658.43 37 

14 370.1 Meters 14 2,934,243.34 40,081,764.02 

371 .I Security Lights 14 1,484,793.67 20,683,175.82 14 

372.1 Leased Property 0 1,047.60 0.00 

373.1 Street Lights 
Total Distribution Plant 

33 33 558,137.96 18,686,458.90 
$98,150,959.41 $2,812,929,947.45 
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Clam and Titlg 
of Plant Account 

Distribution Plant: 

Substations 
Poles, Towers 8 Fixtures 
OH Conductor 8 Devices 
Conduit 
URD Conductor & Devices 
Transformers 
Services 
Meters 

Summary of Current & Proposed Depreciation Rates 

Account 
Number 

362.00 
364.00 
385.00 
366.00 
367.00 
368.00 
369.00 
370.00 

installation Customefs Premises 371.00 
Leased Property 372.00 
Lights and Signal Systems 373.00 
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Annual Depreciation Rate 

Rate - Rate Curr. Rate Prop. Rate Difference 
Current Proposed Depreciatlon at 
- 

1.53% 
4.19% 
3 47% 
1.77% 
3.19% 
2 75% 
2 23% 
4 34% 
6 42% 
10.00% 
144% 

1 60% 
4 31% 
3.59% 
1.69% 
2.90% 
5.31 yo 
1.48% 
3 99% 

12 09% 
0.00% 
3.47% 

$1 83,728.02 
1,193,586.53 

591,807.33 
72,689.21 

300,608.58 
429,655.57 
144,254.48 
127,346.16 
95,323.75 

104.76 

$192,051.12 

61 2,166.89 
69,280.7 1 

273,215.99 
829,658.18 
95,819.33 

117,020.39 
179,450.43 

0.00 

I ,228,878 55 
$8.323.10 
35,292 01 
20,359.56 
(3,408.49) 

(27,392.59) 
400,002.61 
(48,435.15) 
(10,325.77) 
04,126.67 

(104.76) 
8,037.19 19,365.96 I I ,328.78 

$3,147,141.59 $3,616,907.55 $469,765.96 
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Jackson Purchase Energy Corporation 

Class and Tiue 
of Plant Accounf 

Distribution Plant: 
Substations 
Poles, Towers 8 Fixtures 
OH Conductor & Devices 
Conduit 
URD Conductor & Devices 
Transformers 
Services 
Meters 
lnstallstlon Customer's Premlseg 
Leased Property 
Lights and Signal Systems 

Schedule of Depreciable Property 
As of December 31,2006 

Account 
Number 

362.00 
364.00 
365.00 
368.00 
367.00 
368.00 
369.00 
370.00 
371.00 
372.00 
373.00 - 

Depreciation 
Account Reserve - Net 
Balance Balance Plant 

$12,008,367 I O  
28,486,552.9 4 
17,054,966 32 
4,106,734 85 
9,423,466 54 

15,623,839.04 
6,468,810.85 
2,934,243 34 
1,484.793 67 

1,047.60 

$1,264,923 01 
10,628,841 71 
5,642,593.1 8 

652,016.38 
2,448,410.75 
3,610,938 32 
2,415.868.34 
1,163,276 09 

(1 0 1,973.25) 
668,690.09 

$10,743,444 09 
17,857,710 43 
11,412,373.14 
3,454,718.47 
6,975,055.79 

12,012,900 72 
4,052,942.51 
1,770,967.25 

816,103 50 
103.020 85 

558,137.96 103,136.37 455,001.59 
$98,150,959.41 $28,496,720.99 $69,654,238.42 

C A I l l U l l  I 1-v 

TEK-3 
Page 29 of 29 
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COMMONWEALTH OF KENTUCKY 

PUBLIC SERVICE COMMISSION 

Case No. 2007-00116 

APPLICATION OF JACKSON PURCHASE ) 
EIWRGY CORPORATION FOR AN 1 
ADJIJSTMENT IN RATFS 1 

PREFILED TESTIMONY 

OF 

GARY C. STEPHENS 

ON BEHALF OF 
JACKSON PURCHASE ENERGY CORPORATION (JPEC) 

Summarv of Testimony 

Mr. Stephens’ prefiled testimony is to support the Allocated Cost of Service Study and the Proposed 

Rates. 
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What is your name and business address? 

My name is Gary C. Stephens. My business address is 2201 Cooperative Way, Hemdon, 

Virginia20171. 

By whom are you employed, and in what capacity? 

I am employed as a Senior Rate and Business Analyst with the National Rural Utilities 

Cooperative Finance Corporation (CFC). My areas of expertise include Rate-Related 

projects, Cost of Service and Regulatory Issues. 

What is your educational background and experience? 

I received my BS degree in Business Administration from the University of Maryland 

and have continued my education through the National Rural Electric Cooperative 

Association (NRECA), American Public Power Association (APPA) and other energy- 

re1 ated organizations. 

I have worked for CFC for over 21 years. I was instrumental in creating CFC’s Cost of 

Service and the Unbundling Cost of Service computer models. I jointly developed and 

conduct CFC’s Cost of Service Workshops and Unbundling Cost of Service Workshops. 

I have completed in excess of 90 specialized Cost of Service Studies for individual 

electric cooperatives across the country. I have also provided rate consulting in both 

wholesale and retail rate designs, and have created specialty rates for time-of-use, 

interruptible, load control and demand-side management. A more comprehensive 

description of my experiences can be found in Exhibit H, Witness - Gary C. Stephens, 

Attachment 1 .  
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In addition, I have been involved in numerous regulatory issues, including filing 

testimony, and I have assisted in the preparation of written testimony for rate filings, 

streamlined filing procedures, and specialized rate issues. 

What is the purpose of your testimony? 

The purpose of my testimony is to support the Cost of Service Study that is included in 

this Jackson Purchase Energy Corporation (JPEC) filing and to support the proposed 

rates. I will also discuss a new rate for new Large Commercial customers. 

Why did you include two Cost of Service Studies in this filing? 

There are two Cost of Services Studies because JPEC receives a credit from Big Rivers 

Electric Corporation (JPEC’s power supplier) every year and JPEC passes this credit 

directly to the customers. The financial effect of this credit is correctly included in 

JPEC’s annual financial statements as well as in the financial values used in this filing. 

Exhibit T-1 is the Cost of Service Study that is based on these financial values. However, 

JPEC believes that this credit will expire soon and desires to develop its proposed rates 

without the impact of the credit. Accordingly, Exhibit T is the Cost of Service Study that 

excludes the effect of the Big Rivers credit and is the study on which the proposed rates 

are based. 

What are the differences between the two Cost of Service Studies? 

The only difference between the two Cost of Service Studies is that the study in Exhibit T 

excludes the impact of the credit by adding $798,990 to the existing revenues figure 

(thereby increasing the existing revenue figure to $38,195,363) and also adding $798,990 
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4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

to the energy portion of the purchased power costs (thereby increasing the purchased 

power costs to $24,454,934). The $798,990 was the amount of the credit for 2006. 

There were no other changes to the financial data or to the assumptions. 

Q. What impact did the increases in Existing Revenue and Power Costs have on the results 

of the Study? 

As can be seen in Table 1 below, the only notable difference is that the overall proposed 

percent increase changes to 9.30% from 9.50%. This change is the direct result of 

increasing the existing revenue while maintaining the same dollar amount of increase. 

A. 

Table 1 

Results of the Two Cost of Service Studies 

Classification With Credit With Credit Without Credit Without Credit 

(Dollars) (Percent) (Dollars) (Percent) 

Residential $26,485,563 11.56% $26,961,963 11.19% 
-- 

Sm Corn 1 Ph $1,882,378 13.90% $1,9 14,180 13.40% 

Sm Com 3 Ph $304,732 0.69% $3 10,830 0.56% 

Lg Corn-Existing $1,807,464 6.97% $1,856,345 7.56% 

Com & Industrial $9,45 1,259 3.20% $9,675,552 3.44% 

Outdoor Lighting $1 ,O 19,041 19.52% $1,030,557 18.35% 

TOTAL $40,950,437 $41,749,427 

Increase $3,554,064 9.50% $33 54,064 9.30% 

0. What method did YOU emulov in nreDaring this Cost of Service Studv? 
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The Cost of Service Study used in this filing is a fully distributed cost allocation based on 

a return on rate base study. The objective of the Cost of Service Study is to allocate 

fairly JPEC expense and rate base items to each class of service depending on their cost 

causation. 

How have you divided the members into classifications? 

I divided the members based on JPEC’s Rate Codes, as illustrated in Table 2. Through 

discussions with the staff at JPEC, it was decided that Rate Code 8R - Seasonal Power 

should be combined into Rate Code 3R - C & I (No Demand) since the cooperative 

intends to combine the two rate codes (this rate classification was renamed Small 

Commercial Three Phase). Staff also recommended that Rate Code 4 - Community 

Street Lights and Rate Code 5 - Security Lights be combined into one classification since 

their costs were essentially similar and because their associated expenses could not be 

isolated and assigned to one of the light-related classifications with a reasonable degree 

of certainty (this rate classification was renamed Outdoor Lighting). There were 

additional changes to the schedules and names used for the rate classifications as 

illustrated in Table 2. 
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1 Table 2 

2 Rate Classifications 

Code Schedule Title New Schedule New Title 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

1R R Residential 

2R C Small Commercial 

3R ND C&I (No Demand) 

8R SP Seasonal Power 

7R I Industrial 

9R D Large Commercial 

4 CSL Street Lights 

5 Security Lights 

R 

C- 1 

C-3 

C-3 

I-E 

D 

L 

OL 

OL 

Residential 

Small Com 1 Phase 

Small Com 3 Phase 

Small Com 3 Phase 

Large Com - Existing 

Commercial & Industrial 

(Less Than 3,000KW) 

Large Commercial (*) 

Outdoor Lighting 

Outdoor Lighting 

(*) Proposed Schedule L Large Commercial is a new rate for new members. Since there 

are no members in this classification, it was not modeled in the Cost of Service Study. 

Q. 

A. 

What test year did you use for this cost of service study? 

The test year was the twelve months ended December 3 1 , 2006, as established by JPEC 

for this proceeding. Adjustments were made for known and measurable changes. Most 

adjustments were developed by JPEC and will be supported by their testimony. Some 

rate base adjustments were developed by Mr. William K. Edwards, and those acljustments 

will be supported by his testimony. 

Q. 

A. 

What is the source of your test year data? 

Test year data came directly from JPEC, through spreadsheets and discussions with JPEC 

personnel. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q- 

How are the Customer Allocation Factors developed? 

The Customer Allocation Factors are based on the number of members in each rate 

classification. These allocation factors are used to allocate customer specific costs. 

How are the Weighted Customer Allocation Factors developed? 

The Weighted Customer Allocation Factors are weighted based upon the number of 

members in each rate classification, the differences in the costs for the meters among the 

rate classifications, and the differences in the estimated costs of processing bills among 

the rate classifications. 

How did you develop the load data used in this Cost of Service Study? 

JPEC provided the load data shown in Exhibit H, Witness - Gary C. Stephens, 

Attachment 2 and Attachment 3. 

How are the Demand Allocation Factors (identified in this Cost of Service Study as D 1A 

and D 1 B) developed? 

The Demand Allocation Factors are based on the estimated average monthly coincident 

demand adjusted for losses at the delivery point into the JPEC system for each rate 

classification. These demand values were provided by JPEC and are listed in Exhibit H, 

Witness - Gary C. Stephens, Attachment 2. 

How are the Primary Demand Allocation Factors (identified in this Cost of Service Study 

as D2A) developed? 
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The Primary Demand Allocation Factors are based on the average of the estimated 

coincident peak demands and the estimated non-coincident peak demands. These 

allocation factors are used to allocate the distribution plant related to the primary lines to 

the individual customer classifications. Typically, members taking service at higher 

voltage levels do not use any part of the lower voltage systems, and therefore are not 

assigned any of the costs of the lower voltage systems. 

How are the Secondary Demand Allocation Factors (identified in this Cost of Service 

Study as D3A and D4A) developed? 

The Secondary Demand Allocation Factors are based on an estimate of the 12-month 

average of the non-coincident peak demands adjusted for losses at the delivery point into 

the JPEC system. These allocation factors are used to allocate the distribution plant 

related to the secondary lines to the customer classifications. These demand values were 

provided by JPEC and are listed in Exhibit H, Witness - Gary C. Stephens, Attachment 3. 

How are the Energy Allocation Factors (identified in this Cost of Service Study as El A) 

developed? 

The Energy Allocation Factors are based on the MWH adjusted for losses at the delivery 

point into the JPEC system for each rate Classification. These MWH values were based 

on the MWH Sales provided by JPEC with a proportionate share of the line losses added 

to each rate classification, except for the Industrial classification, which was allocated 

zero line losses since it is metered at the substation. The calculations for determining the 

Energy Allocation Factors are illustrated in Exhibit H, Witness - Gary C. Stephens, 

Attachment 4. 
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How were the wages and salaries spread? 

The wages and salaries were spread between the distribution and general functions based 

upon the actual dollar amount of the wages and salaries that JPEC has booked to each 

function. This determination is detailed in Exhibit H, Witness - Gary C. Stephens, 

Attachment 5 .  

How have you allocated the distribution plant? 

Distribution plant was functionalized into Primary Demand, Secondary Demand, and 

Customer components. 

How did you determine the Customer component of the distribution plant? 

The dollars associated with the Customer component were determined using the 

minimize size method. The minimum size method assumes that there is a minimum-size 

distribution system that is only capable of serving members the minimum requirements. 

Since the costs of this hypothetical system are driven by the number of members and not 

by demand, these costs are considered to be customer costs. In order to create the 

Customer Allocation Factor, I averaged together the individual minimum size allocation 

factors for poles, towers, and fixtures (Account 364), overhead conductor (Account 365), 

underground conduit (Account 366), underground conductor (Account 367), and 

transformers (Account 368). For JPEC, the minimum size allocation factor was 49.86%, 

so 49.86% of the distribution plant costs were functionalized to the Customer component. 

The calculation of the minimum size allocation factor is illustrated in Exhibit H, Witness 

- Gary C. Stephens, Attachment 6. 
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After the dollars associated with the Customer component of the distribution plant were 

determined, the dollars were allocated into the individual rate classifications based upon 

the weighted average number of members in each rate classification. 

How did you allocate the Primary Demand and Secondary Demand components of the 

distribution plant? 

The dollars associated with the Primary Demand component and with the Secondary 

Demand component were allocated based on the number of miles of primary distribution 

line and the number of miles of secondary distribution line. The calculation is illustrated 

in Table 3, below: 

Table 3 

Primary Demand and Secondary Demand Allocation Factors 

Distribution Line Number of Miles Percent of Total Allocation Factor 
~ - - ~ ~ -  

Primary 2,064 72.30% 72.30% 

Secondary 79 1 27.70% 27.70% 

Total 2,855 100.00% 100.00% 

1s 

16 

17 Q. What were the results of your study? 

18 A. 

19 

20 

21 

The study confirms that JPEC should consider an overall rate increase of at least 

$3,554,064, which is a 9.30% increase over the test year revenue (without the Big Rivers 

discount, or 9.50% including the Big Rivers discount). In addition, the study indicated 

that the different rate classifications yielded different overall rates of return, which was 
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1 neither surprising nor unique. The study also indicated that differing rate adjustments 

2 could be made to each rate classification. The complete Cost of Service Study is 

3 included in Exhibit T, while a summary of the results is in Table 4, below: 

4 

5 Table 4 

6 Summary of Results from the Cost of Service Study 

Classification Existing Cost Of Service Difference Difference 

Revenue Allocation (Dollars) (Percent) 
-- - ---- ___1-”------ -- 

Residential $24,247,477 $26,96 1,963 $2,714,486 1 1.1 9% 

Sm Corn 1 Ph $1,688,015 $1,9 14,180 $226,165 1 3 .do% 

Sm Com 3 Ph $309,099 $3 10,830 $1,731 0.56% 

Lg Com (Existing) $1,725,798 $1,856,345 $130,547 7.56% 

Com & Industrial $9,354,175 $9,6753 52 $321,377 3.44% 

Outdoor Lighting $870,799 $1,030,557 $1 59,758 18.35% 

Total $3 8,195,363 $4 1,749,427 $3,554,064 9.30% 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

PROPOSED RATES 

Q. 

A. 

What were the basic goals underlying the proposed rates? 

The proposed rates were designed to incorporate the following considerations: 

1) The results of the Revenue Requirements Study; 

2) The cost components of the Cost of Service Study; 

3) Management’s long-term goals; 

4) The impact of the proposed rate changes on the members; and 

5 )  Continuity in the rate structure. 
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Q. How does the overall increase produced by the proposed rates compare to the overall 

increase suggested in the Cost of Service Study? 

The Cost of Service Study suggested that JPEC would need a rate increase of $3,554,064, 

which is a 9.30% increase over the existing revenue (excluding the effect of the Big 

Rivers credit), in order to produce the requested 2.00 Net TIER and 8.64% return on 

equity. The proposed rates are designed to produce an increase of $3,554,064, which is a 

9.30% increase over the existing rates (excluding the effect of the Big Rivers credit). 

A. 

Q. Please describe the results of the Cost of Service Study and the existing, cost based, and 

proposed rates for the Residential (Schedule R) tariff. 

The Cost of Service Study suggested that the Residential rates could be increased by 

$2,714,486, which is an 11.19% increase. Instead, we are proposing an increase of 

$2,242,079, which is a 9.25% increase. The existing, cost based, and proposed rates are 

illustrated below in Table 5. 

A. 

Table 5 

Proposed Residential (Schedule R) Rates 

Description Existing Rate Cost Based Rate Proposed Rate 

Facility Charge $7.00 $26.77 $9.00 

Energy Charge $0.05729 $0.04947 $0.06252 

_ I _ _ . ~ _  -.-”..-..---____--”--_ 

-~ 

Q. Please describe the results of the Cost of Service Study and the existing, cost based, and 

21 proposed rates for the Small Commercial Single Phase (Schedule C-1) tariff. 
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A. The Cost of Service Study suggested that the Small Commercial Single Phase rates could 

be increased by $226,165, which is a 1 3.40% increase. Instead, we are proposing an 

increase of $167,900, which is a 9.95% increase. The existing, cost based, and proposed 

rates are illustrated below in Table 6. 

Table 6 

Proposed Small Commercial Single Phase (Schedule C-1) Rates 

Description Existing Rate Cost Based Rate Proposed Rate- 
--I ~- ~ I - - ” _  ”- 

Facility Charge $7.00 $26.5 1 $10.00 

Energy Charge $0.05883 $0.0501 5 $0.06365 

Q. Please describe the results of the Cost of Service Study and the existing, cost based, and 

proposed rates for the Small Commercial Three Phase (Schedule C-3) tariff. 

The Cost of Service Study suggested that the Small Commercial Three Phase rates could A. 

be increased by $1,73 1, which is a 0.56% increase. Instead, we are proposing an increase 

of $20,011, which is a 6.47% increase. The existing, cost based, and proposed rates are 

illustrated below in Table 7. 

Table 7 

Proposed Small Commercial Three Phase (Schedule C-3) Rates 

Description Existing Rate Cost Based Rate Proposed Rate 

Facility Charge $15.00 $28.52 $18.00 

Energy Charge $0.05 5 83 $0.05 142 $0.05980 

~ ” ~ - - -  -~ ---___- -__ -~ -  ~ ---_ - 

20 
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Please describe the results of the Cost of Service Study and the existing, cost based, and 

proposed rates for the Large Commercial - Existing (Schedule I-E) tariff. 

The Cost of Service Study suggested that the Large Commercial - Existing rates could be 

increased by $130,547, which is a 7.56% increase. Instead, we are proposing an increase 

of $164,825, which is a 9.55% increase. We are also proposing the addition of a $300.00 

per month service charge. The existing, cost based, and proposed rates are illustrated 

below in Table 8. 

Table 8 

Proposed Large Commercial - Existing (Schedule I-E) Rates 

Description Existing Rate Cost Based Rate Proposed Rate 

Service Charge $2,687.70 $300.00 

Energy Charge $0.01 545 $0.01986 $0.01735 

Demand Charge $9.61 

_ _ _ _ ~ _ _ _ . _ ”  

First 3,000 KW $1 0.48 $1 1.50 

Additional KW $10.48 $1 1.50 

Q. Please describe the results of the Cost of Service Study and the existing, cost based, and 

proposed rates for the Commercial and Industrial Demand Less Than 3,000 KW 

(Schedule D) tariff. 

The Cost of Service Study suggested that the Commercial and Industrial Demand Less 

Than 3,000 KW rates could be increased $321,377, which is a 3.44% increase. Instead, 

we are proposing an increase of $870,428, which is a 9.3 1 % increase. The existing, cost 

based, and proposed rates are illustrated below in Table 9. 

A. 
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1 Table 9 

2 Proposed Commercial and Industrial Demand Less than 3,000 KW (Schedule D) Rates 

Description Existing Rate Cost Based Rate Proposed Rate 

Facility Charge $25.00 $81.27 $35.00 

Energy Charge $0.02069 

l ” l _ _ l - l _ l . ~  - 

First 200 KWWKW $0.03757 $0.03422 

Next 200 KWJUKW $0.03027 $0.02692 

Next 200 K\;vM[/KW $0.02657 $0.02321 

Over 600 KW?-I/KW $0.02297 $0.0 1 96 1 

Demand Charge $4.95 $7.73 $6.50 

3 

4 

5 Q. 

6 

7 A. 

8 

9 

10 

Please describe the results of the Cost of Service Study and the existing, cost based, and 

proposed rates for the Outdoor Lighting (Schedule Or,) tariff. 

The Cost of Service Study suggested that the Outdoor Lighting rates could be increased 

by $159,758, which is an 18.35% increase. Instead, we are proposing an increase of 

$88,540, which is a 10.17% increase. The existing, cost based, and proposed rates are 

illustrated below in Table 10. 

000648 
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1 Table 10 

2 Proposed Outdoor Lighting (Schedule OL) Rates 

Description Existing Rate Cost Based Rate Proposed Rate 
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13 

Street Lights 

175 wMV 

400 w MV 

100 w HPS 

Energy 

Security Lights 

175 w MV 

100 w HPS 

250 w HPS Flood 

250 w HPS 

175 w Metal Halide 

400 w Metal Halide 

400 w MV 

1,000 w Metal Halide 

$6.73 

$10.02 

$6.73 

$0.03377 

$6.73 

$6.73 

$9.43 

$8.93 

$11.32 

$15.91 

$10.02 

$22.36 

$9.18 

$9.18 

$7.53 

$11.22 

$7.53 

$7.53 

$7.53 

$10.56 

$10.00 

$12.67 

$17.82 

$11.22 

$25.04 

Q. Please describe the design and purpose of the proposed new Large Commercial (Schedule 

L) tariff. 

The proposed new Large Commercial tariff is designed to be similar to the existing 

Large Commercial (Schedule I-E) tariff but without the allowance for substation 

facilities. The existing and proposed Large Commercial (Schedule I-E) tariff allows for a 

substation investment of $1 1 .00 per KW. Going forward, management at JPEC has 

indicated that they are interested in having new large commercial customers with a 

capacity of 3,000 to 10,000 KW 1) provide their own substation facilities, or 2) pay for 

any necessary investment through a contribution in aid of construction, or 3) pay for any 

A. 
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necessary facilities through a negotiated monthly facility charge. Since the potential 

members in this tariff pay for their own substation andor any other necessary 

investments, they should have a lower demand rate. 

Q. How is the elimination of the substation investment allowance reflected in the proposed 

Large Commercial (Schedule L) tariff? 

The $1 1 .00 per KW allowance in the Large Power - Existing (Schedule I-E) tariff is 

incorporated in the demand charge. For the Large Power - Existing (Schedule I-E) tariff, 

approximately $0.20 of the demand charge supports the substation allowance. The $0.20 

was determined by multiplying the $1 1 .OO substation investment allowance by the 20% 

annual carrying costs and then dividing the product by 12 months. This calculation results 

in a cost of $0.18 cents per month, which is then rounded to $0.20. Therefore, the 

appropriate demand rate for the proposed new Large Commercial (Schedule L) tariff is 

$1 1.30 per KW (The proposed demand charge of $1 1 .SO minus substation investment 

allowance of $0.20 equals the proposed demand charge of $1 1.30 for the Large 

Commercial (Schedule L) tariff). 

A. 

Q. Are there any other differences between the Large Commercial - Existing (Schedule I-E) 

and the Large Commercial (Schedule L) tariffs? 

A. No. 

Q. 

A. 

What are the proposed rates for the Large Commercial (Schedule L) tariff? 

The proposed rates are shown in Table 11 below. 
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1 Table 11 

2 Proposed Large Commercial (Schedule L) Rates 

Description Existing Rate Cost Based Rate Proposed Rate 

Service Charge $300.00 

Energy Charge $0.01 735 

I-- 

Demand Charge 

First 3,000 KW $11.30 

Additional KW $1 1.30 

3 

4 

5 Q. Does this conclude your testimony at this time? 

6 A. Yes. 
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State of Virginia ) 
Fairfax County ) 

I, Gary C. Stephens, being duly sworn, deposes and says that the statements contained in the 
foregoing prepared testimony and the exhibits attached hereto are true and correct to the best of 
my knowledge, information and belief, and that such prepared testimony constitutes his sworn 
testimony in this proceeding. 

SWORN TO AND ASCRIBED BEFORE ME THIS 6TH DAY OF NOVEMBER 2007, A.D. 

My Conmission Expires: Commonwealth of 
M y  Commloolon Wglw ,2009 
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GARY C. STEPHENS 

Mr. Stephens is a Business Consultant for the National Rural Utilities Cooperative Finance Corporation 
(CFC). He has over 21 years experience in the electric utility industry and his areas of expertise include 
Cost of Service and Rate-Related Projects, Regulatory Issues and Acquisitions. 

PROFESSIONAL EXPERIENCE 

Cost of Service and Rate-Related Projects - Mr. Stephens has extensive experience in Cost of Service 
and Rate-Related Projects. He was instrumental in creating CFC’s Cost of Service and the Unbundling 
Cost of Service computer models. Mr. Stephens developed and conducts CFC’s highly regarded Cost of 
Service Workshops and Unbundling Cost of Service Workshops. He has completed in excess of 90 
specialized Cost of Service Studies for individual cooperatives across the country. Mr. Stephens has 
provided rate consulting in both wholesale and retail rate designs and has created specialty rates for time- 
of-use, interruptible, load control and demand-side management. 

Following is a selection of workshops and presentations where Mr. Stephens developed unique cost of 
service studies: 
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Accountants’ Spring Conference (Iowa) 
Alabama Electric Cooperative 
Arkansas Electric Cooperative 
Hoosier Energy Rural Electric Cooperative (Indiana) 
Kentucky Association of Electric Cooperatives 
New Mexico Rural Electric Cooperative Association 
Pennsylvania Accountants’ Meeting 
PNJ Management Association (Pennsylvania) 
Seminole Electric Cooperative (Florida) 
Oglethorpe Power Corporation (Georgia) 
Oregon Rural Electric Cooperative Association 
Old Dominion Electric Cooperative (Virginia) 
North Carolina Association of Electric Cooperatives 
Tennessee Electric Cooperative Association 
Wyoming Rural Electric Association 
Heartland Rural Electric Cooperative 
Valley Electric Association 
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Regulatory Issues - Mr. Stephens has been involved in numerous regulatory issues and has filed 
testimony as well as assisted in the preparation of written testimony for rate filings, streamlined filing 
procedures, specialized rate issues, territorial integrity and FERC filings. Mr. Stephens has continuously 
monitored the activities of the state commissions and his report on the Status of State Regulation has been 
widely used throughout the industry. 

Acquisitions - Mr. Stephens has completed over 30 acquisition and feasibility studies on electric 
municipals, investor-owned utilities, propane companies, natural gas companies, watedwastewater 
systems, and telecommunication companies. His technical support includes an analysis of the 
Contemplated business, financial feasibility of the consolidated entity and an integration analyses, 

EDUCATION 

Mr. Stephens holds a BS degree in Business Administration fram the University of Maryland and has 
continued his education through NRECA, APPA and other energy-related organizations. 
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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

APPLICATION OF JACKSON PURCHASE ) 
ENERGY CORPORATION FOR AN 1 CASE NO. 2007-00116 
ADJUSTMENT I N  RATES 1 

PREFILED TESTIMONY 
OF 

TRACY A. BENSLEY 
ON BEHALF OF 

JACKSON PURCHASE ENERGY CORPORATION 

Summary of Testimonv 

Mr. Bensley testifies to the effect of the proposed rates and Rules and Regulations on the 
operations of JPEC’s distribution system. 
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State your name and business address. 

Tracy A. Bensley 

2900 Irvin Cobb Drive 

Paducah, KY 42003 

Where are you employed? 

Jackson Purchase Energy Corporation (“JPEC‘?. 

I n  what capacity are you employed by JPEC? 

I am Vice President of Engineering and Operations. 

What are the responsibilities and duties? 

I oversee engineering, construction of all of JPEC‘s substations and distribution lines, 

system maintenance crews, and warehouse operations. 

How long have you been employed as Vice President? 

One year and ten months. 

How long have you been an employee of JPEC? 

One year and ten months. 

I n  what other capacities have you been employed by JPEC? 

None. 

Briefly describe your educational background. 
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I received a Bachelor of Science degree in Electrical Engineering from the Florida State 

University in 1991.. I am a registered Professional Engineer in the States of Kentucky, 

North Carolina, and Virginia. 

Are you a part of the management team that prepared the application and exhibits filed 

herein? 

Yes. 

Describe the role you played in this preparation. 

As Vice President of Engineering and Operations for JPEC, I devoted my attention to 

matters pertaining to how the rates and Rules and Regulations would affect the 

operations of JPEC's distribution system. 

What is the purpose of an "underground differential" fee? 

An underground differential fee prevents Members served by overhead facilities from 

subsidizing Members served by higher cost underground facilities. 

What do JPEC's current Rules and Regulations require in regard to this fee? 

JPEC is currently charging the Applicant/Member for the difference in the cost of 

underground facility installations versus overhead facility installations based on the 

average cost differential per foot of installation for the prior year. 

What changes have been proposed to the underground line extension portion of JPEC's 

Rules and Regulations? 

JPEC is requesting a change in its Rules and Regulations to require an Applicant/Member 

to install a conduit system for use in installing JPEC's conductor in lieu of charging the 

Applicant/Member with a differential fee. 
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Who will own the conduit system once installation is complete? 

JPEC will assume ownership upon completion. 

What liability will the Applicant/Member installing the conduit system incur due to this 

proposed change? 

None. However, JPEC shall not accept ownership of the conduit system nor install 

conductor in it unless JPEC representatives have been allowed to inspect the entire 

installation prior to the backfilling of the trench. This inspection will be used to verify the 

system meets JPEC specifications and National Electrical Safety Code standards. Liability 

for the conduit system will be transferred to JPEC upon its completion and acceptance by 

JPEC. 

What impact will this proposed change have on Applicants/Members wishing to have 

facilities on their property installed underground? 

This proposed change will have several positive impacts for the Applicant/Member 

requesting the underground extension. 

First, the cost to the member in installing the conduit system is expected to be similar to 

or less than the underground differential cost charged by JPEC since trenching is already 

being performed at the Applicant/Member's facility. This change creates an advantage to 

the Applicant/Member of having only one trench dug on his/her property for installing 

underground utilities. 

Also, the Applicant/Member could have the facilities installed more promptly due to 

installing the conduit system at their convenience. Scheduling multiple installations of 

utilities can be eliminated. 
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Finally, grading of the Applicant/Member's property can be performed more efficiently. By 

providing the Applicant/Member with control over the trench installation, he/she can 

better plan for final grading of the property upon completion of the conduit installation. 

Are there other advantages associated with this proposed change? 

A fuel conservation element would be associated with this proposed change since 

contractor's equipment already on the job site could be used to install the conduit system 

for JPEC. 

What impact will this proposed change have on the revenue of JPEC associated with the 

underground differential fee? 

The proposed change represents neither a significant revenue increase nor a significant 

revenue decrease to JPEC. 

What operational impact will this proposed change have on the operations of JPEC? 

JPEC will realize advantages in not being responsible for the work load associated with 

the installation of the conduit system. Because the demand for underground facilities 

continues to increase in proportion to overall facility installations, having the 

ApplicantlMember install the conduit system could postpone the addition of workforce 

required for underground installations. Also, since digging on the property would be 

reduced by installing multiple utilities in a single trench, JPEC would experience fewer 

"dig-ins" to its facilities during construction. 

What impact will this proposed change have on Applicants/Members wishing to have 

facilities on their property installed or continue to remain overhead? 

I do not believe the proposed change will have any impact on Applicants/Members with 

overhead facilities. 
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Q21. 

A21. Yes. 

Does this conclude your testimony? 
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The undersigned has prepared the foregoing direct testimony and swears that it is true and 

correct to the best of his knowledge and belief. 

STATE OF KENTUCKY 

COlJNTY OF McCRACKEN 

The foregoing instrument was acknowledged before me this 2% day of 

9- , 2007, by Tracy A. Bensley, Vice President of Engineering and 

Operations of Jackson Purchase Energy Corporation. 

My commission expires &n&4,2011 - , 

- 

Notary Public, State at Large 
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